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WBDNBSDAY,  7SB&UABY  16,  1933 


House  of  Representatives, 
Subcommittee  of  the  Committee  on  Ways  and  Means, 
i  Washington,  D.  C. 

The  subcommittee  met  at  10  o'clock  a.  m.,  Hon.  Thomas  H.  Cullen 
(chairman)  presiding. 

Mr.  Cullen.  The  subcommittee  will  be  in  order.  GenUemen,  the 
subcommittee  has  met  this  morning  to  consider  the  subject  of  the 
estabUshment  of  foreign-trade  zones  in  ports  of  enixj  into  the  United 
States,  and  has  before  it  two  bills,  one,  H.  R.  9206,  introduced  by  Mr. 
Celler  of  New  York. 

We  have  a  bill  of  similar  character  imtroduced  by  Mr.  Welch,  of 
California,  H.  R.  4726,  to  provide  for  ^e  establishment  of  foreign- 
I  ^1     trade  zones  in  ports  of  the  United  States. 

Was  there  not  a  hearing  on  a  similar  bill  last  year,  Mr.  Welch? 
Mr.  Welch.  No.    The  matter  was  presented  before  the  Ways  and 
Means  Committee  in  1929  and  during  the  hearings  on  the  1930  tariff 

Mr.  Cullen.  At  any  rate,  your  bill  is  similar  in  its  general  purposes 
to  the  bill  introduced  by  Mr.  Celler. 
Mr.  Welch.  That  is  correct. 

Mr.  Cullen.  A  comparatively  short  list  of  witnesses  is  before  us 
*  (I     to  be  heard  on  this  subject.    We  will  open  the  hearings  by  hearing 
first  Mr.  CeUer  on  H.  R.  9206,  a  copy  of  which  will  be  made  a  part  of 
the  record. 
H.  R.  9206  is  as  follows: 

^  1%  [H.  R.  9206,  seventy-second  Congress,  first  session] 

A  BILL  To  provide  for  the  establishment,  operation,  and  maintenance  of  foreipn-trade  zones  in  ports  of 
entry  of  the  United  States,  to  expedite  and  encourage  foreign  commerce,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  when  used  in  this  Act — 
The  tenn  "  Secretary  "  means  the  Secretary  of  Commerce ; 
The  term  "public  corporation"  means  a  State,  a  legal  subdivision  thereof,  or 
amnnicipality,  or  a  lawfully  authorized  public  agency  of  a  State  or  a  municipality; 

The  term  ''applicant"  means  a  public  corporation  applying  for  the  right  to 
establish,  operate,  and  maintain  a  foreign-trade  zone; 

The  term  "grantee"  means  a  public  corporation  to  which  the  privilege  of 
establishing,  operating,  and  maintaining  a  foreign-trade  zone  has  been  granted; 
The  term  "zone"  means  a  "foreign-trade  zone"  as  provided  in  this  act. 
Sec.  2.  The  Secretary  is  hereby  authorized,  subject  to  the  conditions  and 
restrictions  of  this  act  and  of  the  rules  and  regulations  made  thereunder,  upon 
/  I  application  as  hereinafter  provided,  to  grant  to  public  corporations  the  privilege 
of  establishing,  operating,  and  maintaining  foreign-trade  zones  in  or  adjacent  to 
ports  of  entry  under  the  jurisdiction  of  the  United  States.  Not  more  than  one 
zone  shall  be  authorized  in  or  adjacent  to  any  port  of  entry,  except  that  when  a 
port  of  entry  is  located  within  the  confines  of  more  than  one  State  a  zone  may 
.A.  be  authorized  in  each  State  in  the  territory  comprised  in  such  port  of  entry. 
/Ji  '   -  •       •       ^•  ;  .     ••  -••    •        ■  - 
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Sec.  3.  F(jreij?ii  and  domestic  merchandise  of  every  description,  except  such  as 
is  prohibited  by  law,  may,  without  being  subject  to  the  customs  laws  of  the 
United  States,  except  as  otherwise  i)ro\  ided  in  this  act,  be  l)rought  i.ito  a  zone 
and  there  stored,  exhibited,  broken  up,  repacked,  assembled,  distributed,  sorted, 
refined,  graded,  cleaned,  mixed  with  foreign  or  domestic  merchandise  or  otherwise 
manipulatcfl,  but  \iot  manufactured,  and  be  exjiorted,  and  foreign  merchandise 
may  be  sent  into  customs  territory  of  the  United  States  therefrom,  in  the  original 
package  or  otherwise;  but  when  foreign  merchandise  is  so  sent  from  a  zone  into 
customs  territory  of  the  United  States  it  shall  be  subject  to  the  laws  and  regula- 
tions of  the  United  States  affecting  imported  merchandise:  Provided,  That  when 
the  privilege  shall  be  requested  the  collector  of  customs  shall  supervise  the 
unlading  of  foreign  merchandise  in  the  zone,'  cause  such  merchandise  or  any 
portion  thereof  to  be  appraised  and  the  duties  liquidated  thereon.  Thereafter 
it  may  be  stored  or  manipulated  under  the  supervision  and  regulations  pre- 
scribed by  the  Siecretary  of  the  Treasury,  and  within  two  years  after  such  unlading 
such  merchandise,  whether  mixed  with  domestic  merchandise  or  not,  may  be 
sent  into  customs  territory  upon  the  payment  of  such  liquidated  duties  thereon; 
and  if  not  so  sent  into  customs  territory  within  such  period  of  two  years  such 
merchandise  shall  })e  disposed  of  under  rules  and  regulations  prescribed  by  the 
Secretary  of  the  Treasury  and  out  of  the  proceeds  the  duties  shall  be  paid  and 
the  remainder,  if  any,  to  be  delivered  to  the  owners  of  the  property:  Provided 
further,  That  subject  to  such  regulations  respecting  identity  and  the  safeguarding 
of  the  revenue  as  the  Secretary  of  the  Treasury  may  deem  necessary,  articles  the 
growth,  product,  or  manufacture  of  the  United  States,  and  articles  previously 
imported  on  which  duty  has  been  paid,  or  which  haye  been  admitted  free  of  duty, 
may  be  taken  into  a  zone  from  the  customs  territory  of  the  United  States,  and 
may  be  brought  back  thereto  free  of  duty,  whether  or  not  they  have  been  com- 
bined with  or  made  part,  while  in  such  zone,  of  other  articles:  Provided,  That  if 
in  the  opinion  of  the  Secretary  of  the  Treasury  their  identity  has  not  been  lost 
such  articles  ^lot  entitled  to  free  entry  by  reason  of  noncompliance  with  the  require- 
ments made  hereunder  by  the  Secretary  of  the  Treasury  shall  be  treated  when  they 
reenter  the  customs  territory  of  the  United  States  as' foreign  merchandise  under 
the  provisions  of  the  tariff  laws  in  force  at  that  time. 

Sec.  4.  The  Secretary  of  the  Treasury  shall  assign  to  the  sone  the  necessary 
customs  officers  and  guards  to  protect  the  revenue  and  to  piiovide  for  the  admis- 
sion of  foreign  merchandise  into  customs  territorv. 

Sec.  5.  Vessels  entering  or  leaving  a  zone  shaU  be  subject  to  the  operation  of 
all  the  laws  of  the  United  States,  except  as  otherwise  provided  in  this  act,  and 
vessels  leaving  a  zone  and  arriving  in  customs  territory  of  the  United  States  shall 
be  subject  to  such  regulations  to  protect  the  revenue  as  may  be  prescribed  by 
the  Secretary  of  the  Treasury. 

Sec.  6.  EAch  application  shall  state  in  detail — 

(1)  The  location  and  qualifications  of  the  area  in  which  it  is  proposed  to 
establish  a  zone,  showing  (a)  the  land  and  water  or  land  or  water  area  or  land 
area  alone  if  the  application  is  for  its  establishment  in  or  adjacent  to  an  interior 
port;  (b)  the  means  of  segregation  from  customs  territory;  (c)  the  fitness  of  the 
area  for  a  zone;  and  (d)  the  possibilities  of  expansion  of  the  zone  area; 

(2)  The  facilities  and  appurtenances  which  it  is  proposed  to  provide  and  the 
preliminary  plans  and  estimate  of  the  cost  thereof,  and  the  existing  facilities  and 
appurtenances  which  it  is  proposed  to  utilize; 

(3)  The  time  within  which  the  applicant  proposes  to  eommenee  and  complete 
the  construction  of  ttie  zone  and  facilities  and  appurtenanees; 

(4)  The  methods  proposed  to  finance  the  undertaking; 

(5)  Such  other  information  as  the  Secretary  may  require. 

The  Secretary  may  upon  his  own  initiative  or  upon  request  permit  the  amend- 
ment of  the  application.  Any  expansion  of  the  area  of  an  established  zone  shaU 
be  made  and  approved  in  the  same  manner  as  an  original  application. 

Sbc.  7.  If  the  Secretary  finds  that  the  proposed  plana  and  tocation  are  suitable 
for  the  accomplishment  of  the  purpose  of  a  foreign  trade  zone  under  this  act,  and 
that  the  facilities  and  appurtenances  which  it  is  proposed  to  provide  are  sufficient, 
he  riiaU  mi^e  the  grant.  If  the  Secretary  refuses  the  grant,  the  applicant  may 
appeal  to  a  board  consisting  of  the  Secretary  of  Commerce,  the  Secretary  of  the 
Treasury,  and  the  Secretary  of  War,  whose  decision  shall  be  rendered  within  three 
months  from  the  filing  of  such  appeal  and  be  final  as  to  the  grant  of  the  application. 

Sec.  8.  The  Secretary  shall  prescribe  such  rules  and  regulations  not  inconsistent 
with  the  provisions  of  this  act  or  the  rules  and  regulations  of  the  Secietary  of  the 
Treasury  made  hereundw  and  as  may  be  necessary  to  carry  out  this  act. 
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Sue.  9.  The  Secretary  shall  cooperate  with  the  State,  subdivision,  and  munici- 
pality in  which  the  aone  is  located  in  the  exercise  of  their  police,  sanitary,  and 
other  powers  in  and  in  connection  with  the  free  zone.  He  shall  also  cooperate 
with  the  United  States  Customs  Service,  the  Post  Office  Department,  the  Public 
Health  Service,  the  Bureau  of  Immigration,  and  such  other  Federal  agencies  as 
have  jurisdiction  in  ports  of  entry  described  in  section  2. 

Sec.  10.  For  the  purpose  of  facilitating  the  investigations  of  the  Secretary  and 
his  work  in  the  granting  of  the  privilege,  in  the  establishment,  operation,  and 
maintenance  of  a  zone,  the  President  may  direct  the  executive  departments  and 
other  establishments  of  th»  Government  to  cooperate  with  the  Secretary,  and  for 
such  purpose  each  of  the  several  departments  and  establishments  is  authorized, 
lipon  direction  of  the  President,  to  furnish  to  the  Secretary  such  records,  papers, 
and  information  in  their  possession  as  may  be  required  by  him,  and  temporarily 
to  detail  to  the  servioe  of  the  Secretary  such  officers,  experts,  or  engine«c8  as  nuiy 

be  necessary.  ...    .    ,   ,  ,  . 

Sec.  11.  If  the  title  to  or  right  of  user  of  any  of  the  property  to  be  mcluded  m 
a  zone  is  in  the  United  States,  an  agreement  to  use  such  property  for  zone  pur- 
poses may  be  entered  into  between  the  grantee  and  the  department  or  officer  erf 
the  United  States  having  control  of  the  same,  under  such  conditions,  approved 
by  the  Secretarv  and  such  department  or  officer,  as  may  be  agreed  upon. 

Sec.  12.  Each  grantee  shall  provide  and  maintain  in  connection  with  the  zone — 

(a)  Adequate  slips,  docks,  wharves,  warehouses,  loading  and  unloading  and 
mooring  facilities  where  the  zone  is  adjacent  to  water;  or,  in  the  case  of  an  inland 
zone,  adequate  loading,  unloading,  and  warehouse  facilities; 

(b)  Adequate  transportation  connections  with  the  surrounding  territory  and 
with  all  parts  of  the  United  States,  so  arranged  as  to  permit  <rf  proper  guarding 
and  inspection  for  the  protection  of  the  revenue; 

(c)  Adequate  facilities  for  coal  or  other  fuel  and  for  Ught  and  power; 

(d)  Adequate  water  and  sewer  mains; 

(e)  Adequate  quarters  and  facilities  for  the  officers  and  employees  of  the 
United  States,  State,  and  munietpality  whpse  duties  may  require  their  presence 

within  the  zone; 

(f)  Adequate  inclosures  to  segregate  the  zone  from  customs  territory  for  pro- 
tection of  the  revenue,  together  with  suitable  provisions  for  ingress  and  egress  of 

persons,  conveyances,  vessels,  and  merchandise; 

(g)  Such  other  facilities  as  may  be  required  by  the  Secretary  of  Commerce, 
the  Secretary  of  War,  and  the  Secretary  of  the  Treasury,  acting  jointly. 

Sec.  13.  The  grantee  may,  with  the  approval  <rf  the  Secretuy  of  Commerce 
and  the  Secretary  of  the  Treasury,  and  under  reasonable  and  uniform  regulations 
for  like  conditions  and  circumstances  to  be  prescribed  by  them,  permit  private 
persons,  firms,  corporations,  or  associations  to  erect  such  buildings  and  other 
structures  within  the  zone  as  will  meet  their  particular  requirements:  Provided, 
That  such  permission  shall  not  constitute  a  vested  right  as  against  the  United 
States,  nor  interfere  with  the  regulation  of  the  grantee  or  the  permittee  by  the 
United  States,  nor  interfere  with  or  complicate  the  revocation  of  the  grant  by 
the  United  States:  And  provided  further,  That  in  the  event  of  the  United  States 
or  the  grantee  desiring  to  acquire  the  property  of  the  permittee  no  good  will 
shall  be  considered  as  accruing  from  the  privilege  granted  to  the  zone:  And 
provided  further,  That  such  permits  shall  not  be  granted  on  terms  that  conflict 
with  the  public  use  of  the  zone  as  set  forth  in  this  act. 

Sbc.  14.  Each  zone  shall  be  operated  as  a  public  utility,  and  all  rates  and 
charges  for  all  services  or  privileges  within  the  zone  shall  be  fair  and  reasonable, 
and  the  grantee  shall  afford  to  all  who  may  apply  for  the  use  of  the  zone  and  its 
facilities  and  appurtenances  uniform  treatment  under  like  conditions,  subject  to 
8U6h  treaties  or  commercial  conventions  as  are  now  in  force  or  may  beieafter 
be  made  from  time  to  time  by  the  United  States  with  foreign  governments  and 
the  cost  of  maintaining  the  additional  customs  service  required  under  this  Act 
shall  be  paid  by  the  operator  of  the  zone. 

Sbo.  15.  No  person  shall  be  allowed  to  reside  within  the  zone  except  Federal, 
State,  or  municipal  officers  or  agents  whose  resident  presence  is  deemed  necessary 
by  the  Secretary. 

The  Secretary  shall  prescribe  rules  and  regulations  regarding  employees  and 
other  persons  entering  and  leaving  the  sone.  All  rules  and  regulations  concerning 
ihe  protection  of  the  revenue  shaU  be  approved  by  the  Secretary  of  the  Treasury. 
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The  Secretarv  mav  at  any  time  order  the  exclusion  from  the  zone  of  any  goods 
or  process  of  treatment  that  in  his  judgment  is  detrimental  to  the  public  interest, 
health,  or  safety.  ^     ^  •  j 

No  retail  trade  shall  be  conducted  within  the  zone  except  under  permits  issued 
by  the  grantee  and  approved  by  the  Secretary.  Such  permittees  shall  sell  no 
goods  except  such  as  are  brought  into  the  zone  from  customs  territory. 

Sec.  16.  The  form  and  manner  of  keeping  the  accounts  of  each  aone  shall  be 
prescribed  by  the  Secretary. 

Each  grantee  shall  make  to  the  Secretary  annually,  and  at  such  other  times  as 
he  may  prescribe,  reports  containing  a  full  statement  of  all  the  operations,  re- 
ceipts,'^and  expenditures,  and  sueh  other  information  as  the  Secretary  may  require. 

The  Secretary  shall  make  a  report  to  Congress  on  the  first  day  of  each  regular 
session  containing  a  summary  of  the  operation  and  fiscal  condition  of  each  zone 
and  transmit  therewith  copies  of  the  annual  report  of  each  grantee. 

Sec.  17.  The  grant  shall  not  be  sold,  conveyed,  transferred,  set  over,  or 
assigned. 

Sec.  18.  In  the  event  of  repeated  violations  of  any  of  the  provisions  of  this  act 
by  the  grantee,  the  Secretarv  of  Conmierce,  the  Secretary  of  War,  and  the 
Secretarv  of  the  Treasury,  or 'a  majority  of  them,  may  revoke  the  grant  after 
four  months'  notice  to  the  grantee  and  affording  it  an  opportunity  to  be  heard. 
The  testimony  taken  before  the  Secretaries  shall  be  reduced  to  writing  and  filed 
in  the  records  of  the  Department  of  Commerce  together  with  the  decision  reached 

thereon.  ,      ,  *  x 

In  the  conduct  of  anv  proceeding  under  this  section  for  the  revocation  of  a  grant 
the  Secretaries  mav  compel  the  attendance  of  witnesses  and  the  giving  of  testi- 
mony and  the  production  of  documentary  evidence,  and  for  such  purpose  may 
invoke  the  aid  of  the  district  courts  of  the  United  States. 

An  order  under  the  provisions  of  this  section  revoking  the  grant  issued  by  the 
Secretaries  shall  be  final  and  oonchisive,  unless  within  ninety  days  after  its  service 
the  grantee  appeals  to  the  circuit  court  of  appeals  for  the  circuit  in  which  the 
zone  is  located  bv  filing  with  the  <derk  of  said  eourt  a  written  petition  praying 
that  the  order  of  the  Secretary  be  set  aside.  The  clerk  of  the  court  m  which  such 
a  petition  is  filed  shall  immediately  cause  a  copy  thereof  to  be  dehvered  to  the 
Secretaries  and  they  shall  forthwith  prepare,  certify,  and  file  in  the  court  a  full 
and  accurate  transcript  of  the  record  in  the  proceedings  h^d  before  them  under 
this  section,  the  charges,  the  evidence,  and  the  order  revoking  the  grant.  The 
testimony  and  evidence  taken  or  submitted  before  the  Secretaries,  duly  certified 
and  filed"as  a  part  of  the  record,  shall  be  considered  by  the  court  as  the  evidence 

in  the  case.  ,    ,  ^  r  ^.u 

On  such  appeal  the  court  shall  review  the  record  of  proceedings  before  the 
Secretaries,  and,  if  a  decision  of  said  Secretaries  shall  be  supported  by  evidence, 
shall  only  make  decision  on  errors  of  law.  .       *  xi_   o  — * 

Sec.  1*9.  In  case  of  a  violation  of  this  act,  or  any  regulatioa  of  the  Secretary 
under  this  act,  by  the  grantee,  any  oflficer,  agent,  or  employee  thereof  responsible 
for  or  permitting  any  such  violation  shall  be  subject  to  a  fine  of  not  more  than 
$1,000.  Each  day  during  which  a  violation  continues  shall  constitute  a  sepa- 
rate  offense. 

Sbc.  20.  if  any  proviaon  of  this  Act  or  the  application  of  such  i)royision  to 
certain  circumstances  be  held  invalid,  the  remainder  of  the  Act  and  the  applica- 
tion of  such  provisions  to  cricumstances  other  than  those  as  to  which  it  is  hrfd 
invalid  shall  not  be  affected  thereby.  . 

Sbc.  21.  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  reserved. 

STATUENT  BY  HON.  EMANUEL  CELLER,  A  REPRESENTATIVB 

or  cosaftSBS  VBOM  th£  state  of  new  yo&k 

Mr.  Celler.  Mr.  Chairman  and  gentlemen: 

The  Federal  Tariff  Commission  some  time  ago  made  a  very  exhaus- 
tive study  of  the  subject  of  ''foreign-trade  zones"  or  ''free  ports/' 
and  it  presented  to  the  Senate  the  results  of  a  rather  exhaustive  investi- 
gation.   Its  conclusion  is  as  follows : 

After  exhaustive  stiidv  of  foreign  institutions  and  careful  investigation  of 
American  conditions  and  mercantile  opinion,  the  Tariff  Commisfflon  reo^^ 
mends  the  policy  of  perndttlikg  the  estal^ahiiiait  of  free  soiMe  in  AnMriean  porta. 
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Mr.  Chairman,  a  very  lengthy  and  formidable  number  of  important 
chambers  of  commerce,  boards  of  trade,  and  mercantile  establishments 
scattered  throughout  the  length  and  breadth  of  the  United  States, 
have  expressed  opinions  to  the  effect  that  we  should  set  up  free  ports 
W  foreign-trade  zones  in  our  various  ports  of  entry. 

Mr.  Celler.  In  order  to  get  a  clear  idea  of  a  free  port,  I  would 
like  to  have  permission  briefly  to  read  into  the  record  at  this  time 
the  definition  of  a  free  port  or  a  foreign  trade  zone  as  given  by  the 
Tariff  Commission  in  its  report,  to  which  I  have  adverted. 

The  word  "free"  in  connection  with  "port"  or  '^zone"  is  apt  to  be  misleading. 
It  is  proper  to  note,  therefore,  that  the  term  has  no  relation  either  to  port  charges 
or  to  any  policv  of  free  trade  or  protection  in  this  case.  Conventional  nomen- 
clature is  m  this  case  misleading.  "A  neutral  zone"  would  be  more  property 
descriptive.  A  free  port  or  free  zone  is  a  place  limited  in  extent  but  ^^n^rs  trom 
adjacent  territory  in  being  exempt  from  customs  laws  as  affectmg  goods  destined 
for  reexport.  It  means  simply  that,  as  regards  duties,  there  is  freedom  unless 
and  until  imported  foods  enter  the  domestic  market.  A  free  zone  may  be  dehned 
as  an  isolated,  inclosed,  and  policed  area  in  or  adjacent  to  a  port  of  entry,  without 
resident  population,  furnished  with  the  necessary  facilities  for  ladmg  and  unlading, 
for  supplying  fuel  and  ship  stores,  for  storing  goods,  and  for  reshippmg  them  by 
liknd  and  watei^— an  area  within  which  goods  may  be  landed,  stored,  mixed, 
blended,  repacked,  manufactured,  and  reshipped  without  payment  of  duties  and 
without  the  intervention  of  customs  officials.  It  is  subject  a  little  witlun  adjacent 
regions  to  all  the  laws  relating  to  public  health,  vessel  inspection,  postal  service, 
labor  conditions,  immigration,  and  indeed  everything  except  the  customs.  The 
purpose  of  the  free  zone  is  to  encourage  and  expedite  that  part  of  a  nations 
foreign  trade  which  its  government  wishes  to  free  from  the  restrictions  instituted 
by  custom  duties.  In  other  words,  it  aims  to  foster  the  dealing  in  foreign  goods 
that  are  imported,  not  for  dooiiaitio  consun4>tion  but  for  reexport  to  foreign 
markets  and  for  the  conditioning  or  for  combining  with  domestic  products  previous 
tQ  export. 

Now,  our  Government— after  hearing  that  definition  of  a  free  port 
or  a  foreign  trade  zone — ^it  may  be  stated,  during  all  the  course  of  its 
history,  has  always  adopted  a  policy  that  has  not  been  unfavorable  to 
the  very  kind  of  commerce  that  a  free  port  is  de^signed  to  promote  and 
for  that  reason  the  Government  has  adopted  a  pohcy  firstly,  providing 
for  bonded  warehouses  where  goods  intended  for  reexport  may  be 
entered  and  held  free  of  duty. 

That,  you  may  recall  in  the  definition  which  I  have  given  you,  is 
implied  in  a  free  port. 

Mr.  CuLLEN.  Within  the  free  zone? 

Mr.  Celler.  Within  the  free  zone.  Secondly,  they  have  adopted 
legislation  from  time  to  time  for  bonded  manmacturing  warehouses 
where,  without  payment  of  duty,  imported  goods  may  be  liaadlsd  w 
manufactured  solely  for  export,  eitim  wi^  or  without  tibe  admixture 
of  domestic  materials  or  goods. 

Thirdly,  and  along  that  same  line,  and  with  a  desure  to  do  the  very 
thing  that  a  free  port  would  expedite— the  Govemm^t  has  estab- 
lished the  dtmwback,  which  is  a  repajnaaent  of  99  per  ceai  of  the  duties 
paid  it  on  imported  goods  when  they  are  reexported. 

You  might  ask,  why,  if  the  Government  has  set  up  these  various 
factors  for  the  purpose  of  doing  the  very  thing  that  a  free  port  tends 
to  expedite  or  encourage,  should  we  have  a  free  port?  The  answer 
is  sunple.  The  many  difficulties  that  have  arisen  with  reference  to 
manufacturers  and  importers  and  exporters  availing  themselves  of 
these  three  different  provisions  of  the  customs  laws  that  have  grown 
up  in  tUs, country ,^iiave  created  the  greatest  amount  of  dissatisfac- 
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tion  with  those  very  factors  and  mstead  of  tending  to  encourage 
commerce,  they  have  truly  discouraged  commerce. 

We  find,  for  example,  that  the  procedure  with  reference  to  the 
drawback  is  so  difficult  and  is  so  hedged  about  with  restrictions  set 
up  by  our  Government  that  few,  if  any,  merchants  avail  themselves 
of  the  privilege.  It  is  a  very  costly  privilege,  involving  the  hiring  of 
attorneys  and  others  skiUed  in  that  work;  so  much  so  that  most  of 
the  claims  for  drawbacks  instead  of  being  vigorously  pursued,  are 
abandoned. 

I  shall  not  take  the  time  of  the  committee  now,  but  I  shall  put  in 
the  record  some  figures  to  indicate  over  a  period  «f  a  few  years  ihe 
amount  of  money  paid  out  by  the  Gk)vemment  in  the  form  of  draw- 
backs. You  wiU  notice  from  those  figures  a  very  sharp  declining 
scale  of  payments. 

Just  recently,  and  to  illustrate  the  point  I  have  made,  may  I  direct 
your  attention  to  these  figures  from  1926  to  1931 : 

Amount  of  duty  paid  cm  dfawbadcs  dofiiig  the  fkteal  yean — 

1926  —   «21,  462,  398 

1927  — -   12,506,214 

1928  -   14,327,953 

1929_  -   13,666,628 

1930      14,444,626 

1931  (to  November  30)   ---  4,  587,  644 

Mr.  CuLLEN.  Mr.  Celler,  it  is  your  contention  that  if  the  free 
lones  are  established  throughout  the  United  States,  and  not  in  any 
pMiicular  section,  that  would  obviate  the  necessity  of  these 

drawbacks? 

Mr.  Celler.  That  is  one  of  the  contentions  we  make;  that  is 
made  by  those  who  advocate  the  free-port  idea. 

Mr.  McCoRMACK.  That  is  only  a  minor  matter,  Mr.  Celler,  is  it 
not? 

Mr.  Celler.  It  is  an  argument  that  has  been  advanced,  and  that  I 
am  very  anxious  to  advance  in  this  case,  in  advocacy  of  the  free-port 
idea.  Advancing  large  sums  of  money  for  tariffs  and  then  waiting 
months  before  a  reluctant  Government  gives  the  money  back — and 
without  interest — is  not  a  minor  matter. 

Mr.  Watson.  Your  bill  permits  foreign  articles  imported  into  the 
United  States  as  to  be  manipidated,  but  not  manlifaetiifed,  and  be 
exported.  Hie  bill  whkki  was  before  the  House  previously,  on  this 
subject,  gave  the  power  to  manufacture.  Why  do  you  make  die 
Afetiiiction  there  between  manipulate  and  manufacture? 

Mr.  Oellsr.  That  is  a  matter  that  would  be  subject  to  amend- 
ment, if  necessary.  I  introduced  a  bill  more  or  less  identical  with  a 
bill  offered  by  Senator  Jones  in  the  Senate  and  which  has  already 
passed,  I  believe,  at  some  previous  session  of  the  Senate,  in  order  to 
expedite  the  matter  and  to  get  as  speedy  action  as  possible.  I  intro- 
duced the  bill  for  that  purpose,  more  or  less  fashioned  after  the  bill 
introduced  by  Senator  Jones.  I  am  primarily  interested  in  the  general 
principle  of  a  "free  port";  the  form  the  bill  takes  is  not  so  important. 
I  would  prefer  to  exclude  manufacturing  in  the  beginning.  Let 
us  try  the  idea  of  a  free  port  first,  under  the  conditions  laid  down 
in  my  bill,  and  then  later  we  can  if  practical  and  reasonable  expand 
the  facilities  and  functions  of  the  free  port.  Manufacturuig^  at  this 
juncture  might  give  rise  to  much  controversy.  Let  us  leave  it  out— 
temporarily  at  least. 
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Mr.  Watson.  With  reference  to  your  language,  ''manipulated,  but 
not  manufactured,"  how  do  you  make  the  distinction?  Manipula- 
tion comes  pretty  near  to  being  manufacture.  You  allow  things  to 
be  mixed  or  otherwise  manipulated.  Where  do  you  make  the 
distinction  there? 

Mr.  Celler.  Manufacturing  is  not  exactly  manipulation.  Ma- 
nipulation might  merely  be  breaking  a  product  into  smaller  units 
without  any  manufacture.  As  to  sinularity  between  the  two  I  agree 
with  you,  Mr.  Watson.  But  the  first  obstacle  for  us  to  overcome  is 
any  adverse  opinion  of  the  gcaitlemen  on  this  committee — ^to  try  and 
eet  them  to  see  eye  for  eye  with  us  on  the  principle  of  free  port  or  a 
foreign  trade  zone  in  general.  Let  us  not  be  concerned  with  details. 
Then,  if  they  do  that,  it  will  be  a  very  easy  matter  to  determine  what 
shall  transpire  in  th»  "free  port"  or  "foreign  trade  zone." 

I  should  like  to  address  myself  particularly  this  mornmg  to  the 
general  idea.  There  are  others  here  who  will  tell  you  of  the  situation 
more  in  detail;  as  to  whether  or  not  manufacturing  should  or  should 
not  be  permitted  in  the  foreign  trade  zone. 

Mr.  Watson.  For  instance,  about  125,000,000  pounds  of  sugar,  I 
believe,  is  allowed  to  be  manufactured  under  this  drawback  system. 
Would  your  proposition  of  a  free  zone  be  advantageous  or  disadvan- 
tageous to  the  sugar  importer? 

Mr.  Celler.  I  think  it  would  be  a  decided  advantage  to  the  sugar 
importer.  He  woud  save  the  drawback  in  many  instances  and  avoid 
all  the  cumbersome  procedure  involved  in  placing  his  goods  in  bond. 
Certainly  he  would  avoid  all  manner  of  delays. 

Mr.  Watson.  That  is,  imder  your  free  zone  policy? 

Mr.  Celler.  Yes,  sir.  While  I  have  not  ccmsulted  with  any  sugar 
importers  specifically,  I  presume  it  would  be  to  their  advantage.  I 
can  not  concave  how  it  would  be  to  their  disadvantage;  but  whether 
they  are  in  favor  of  this  bill  or  not,  I  can  not  indicate  at  this  time. 

Mr.  Watson.  There  is  one  more  question.  Let  iis  assume  that 
you  import  a  commodity  which  is  also  raised  in  this  coimtry.  Of 
course,  there  would  be  no  duty  on  the  foreign  commodity.  Would 
not  that  create  a  diflPerential  in  favor  of  the  foreign  product? 

Mr.  Celler.  The  duty  would  not  apply  if  you  reexport  that 
product.  If  it  is  used  for  consumption  in  this  country,  it  would 
apply. 

Mr.  Watson.  But  let  us  suppose  that  you  can  buy  the  foreign 
product  a  great  deal  cheaper,  delivered  into  your  free  zone.  Would 
it  not  be  an  advantage  to  buy  the  foreign  product  and  then  have 
it  mixed  or  otherwise  manipulated  into  its  final  state  and  then  ex- 
ported? Would  not  that  create  a  differential  in  favor  of  the  foreign 
product?  ^  J  ^ 

Mr.  Celleb.  I  could  see  a  differential  there  in  favor  of  the  foreign 
product.  But  if  that  foreign  product  is  going  to  be  used  for  consump- 
.  tion  in  this  country^  that  woiild  not  result. 

Mr.  Watson.  It  is  to  the  advantage  of  the  corporation  that  manu- 
factures the  foreign  product  to  do  that,  because  it  can  buy  the  foreign 
product  a  httle  cheaper.  Of  course,  if  the  product  remains  in  this 
countr}'^,  the  duty  has  to  be  paid  on  it. 

Mr.  Celler.  I  beheve  that  is  correct. 

Mr.  Watson.  But  if  it  is  the  purpose  to  manufacture  it  or  manipulate 
it  in  some  form  and  then  reexport  it,  no  duty  is  paid  on  it. 
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Mr.  Cbller.  That  might  be  the  result.  Let  me  say  this,  Mr. 
Congressman.  There  is  no  perfect  answer  to  this  proposition.  Tliere 
mav  be  some  slight  disadvantages  in  the  matter  of  setting  up  a  free 
port,  but  there  are  so  many  decided  advantages  that,  in  my  opinion, 
they  would  outweigh  any  disadvantages  that  would  eventuate  from 
its  establishment. 

Mr.  Watson.  I  believe  they  have  a  free  port  at  Hamburg,  do  they 

not? 

Mr.  Cellek.  Yes. 

Mr.  Watson.  That  has  been  established  for  a  number  of  years  and 
is  a  very  extensive  operation.  But  that  is  located  in  a  sort  of  free 
trade  country. 

Mr.  Celler.  Hambui^  draws  from  a  great  many  countries;  there 
are  many  smaller  countries  rijght  around  Hamburg,  in  the  vicinity  of 
Hamburg  and  Bremen;  but  it  has  been  indicated  clearly  in  a  great 
many  writings  by  men  who  are  more  familiar  with  the  subject  than 
I  am,  experts  on  the  subject,  that  Hamburg  and  Bremen  have  been 
built  up  primarily  because  of  their  "free  port"  facilities. 

Mr.  Watson.  Are  these  private  corporations? 

Mr.  Celler.  No.  In  my  bill  only  public  or  quasi  public  corpora- 
tions are  considered.    These  are  not  to  be  private  corporations. 

Mr.  Watson.  Your  policy  is  not  to  set  up  a  private  corporation? 

Mr.  Celler.  No;  public  corporations. 

Mr.  Watson.  Public  corporations? 

Mr.  Celler.  Yes,  sir. 

Mr.  Watson.  What  is  your  definition  of  a  public  corporation? 
Mr.  Celler.  If  you  will  turn  to  page  1  of  the  bill,  there  is  a  defi- 
nition of  a  ''public  corporation." 

The  term  "public  corporation"  means  a  State,  a  legal  subdivision  thereof, 
or  a  municipality,  or  a  lawfully  authorized  public  agency  of  a  State  cat  a  munlei- 
pality." 

Incidentally,  Mr.  Congressman,  the  Delegate  from  Hawaii,  who  is 
present,  has  suggested  that  there  be  an  amendment  offered  to  indude 
Territories;  that  is,  either  Territories  or  public  corporations  set  up 

by  the  Territories.  .   .  ,    ,  , 

Mr.  Watson.  But  there  must  be  an  appropriation  made  by  the 
Federal  Government,  State,  or  municipalil^  in  order  to  establish  this 
free  port? 

Mr.  Celler.  I  take  it  that  the  monies  would  come  primarily  from 
the  State  or  the  territories  or  the  subdivisions,  as  outlined  in  this 
definition  of  public  corporation. 

They  would  have  to  be  set  up  under  the  rules  and  regulations  of  the 
Secretary  of  Commerce.  There  would  be  required  money  for  the 
establishment  of  these  various  facilities,  docks,  wharfs  and  piers. 

Mr.  Watson.  It  would  mean  an  investment  of  several  nuUions  to 

establish  such  a  free  port.  ,,.  ,  i 

Mr.  Celler.  There  are  certain  public  corporations  now  established 
I  believe,  such  as  the  Port  of  New  York  Authority,  which  would 
work  in  conjunction  with  the  State  of  New  York  and  which  might  be 
in  a  position  immediately  to  establish  a  foreign  trade  zone. 
Mr.  Watson.  Without  any  expense  to  the  State? 
Mr.  Celler.  I  could  not  say  that;  I  do  not  know  that.  There  is  a 
representative  from  the  port  authority  here  and  probably  he  could 
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answer  that  question.  It  might  be  a  good  idea  to  have  him  answer 
the  question  now. 

Mr.  Watson.  We  should  be  glad  to  have  him  answer  it  now. 

Mr.  Hedden.  My  name  is  Walter  B.  Hedden.  My  position  is 
chief,  Bureau  of  Commerce,  the  Port  of  New  York  Authority. 

Perhaps  I  am  anticipating  a  little,  but  frankly,  as  far  as  the  Port 
of  New  York  Authority  is  concerned,  we  would  not  make  application 
to  the  Secretary  of  Qwtnmerce  for  permission  to  establish  a  free  port, 
even  if  this  bill  were  passed,  without  a  very  careful  economic  survey 
of  the  advisability  of  doing  it,  with  a  \dew  to  making  it  self-supporting. 
All  I  can  say  in  that  regard  is  this;  that  to-day,  even  if  we  found  it 
to  be  economically  self-supporting,  we  could  not  establish  it  because 
the  necessary  legislation  to  authorize  it  is  not  now  available. 

The  matter  of  costs  would  have  to  be  gone  into.  All  I  can  say  is 
this:  Stockholm,  for  example,  has  a  very  modern  free  port,  about 
5,500,000  square  feet  in  its  area.  I  understand  that  that  is  patrolled 
by  a  niaxiiuum  number  of  20  guards.  That  would  be  a  very  reason- 
able cost  to  patrol  a  port.  The  investment  in  new  piers,  and  docks, 
and  so  on,  would  have  to  be  determined  on  the  basis  of  whether  it- 
would  be  economical  and  self-supporting. 

Mr.  Celler.  Mr.  Chairman,  I  will  say,  as  a  citizen  of  New  York 
and  one  interested  in  New  York  affairs,  in  the  li^t  of  a  demand  for  a 
free  port  in  New  York  on  the  part  of  the  authorities  of  New  York 
City,  on  the  part  of  the  New  York  State  Chamber  of  Commerce,  die 
New  York  Board  of  Trade,  the  United  States  Chamber  of  Commerce, 
the  Brooklyn  Chamber  of  Commerce,  and  a  host  of  other  boards  and 
chambers  of  commerce  throughout  the  length  and  breadth  of  New 
York  State,  that  there  certainly  has  developed  a  crystallization  of 
pubUc  opinion  in  favor  of  free  ports  which  even  the  Legislature  of  New 
Yprk  State  could  not  very  easily  resist.  I  am  sure  that  the  necessary 
legislation  would  be  easily  and  very  quickly  forthcoming  in  my  State. 
I  can  not  answer  for  other  States,  but  I  certainly  can  answer  for  New 
York.  Even  our  own  United  States  Shipping  Board,  under  its 
chairman  has  often  gone  on  record  in  advocating  most  earnestly  the 
establishment  of  this  very  principle  embodied  in  my  bill  and  the  bill 
of  my  colleague,  Mr.  Welch  of  California. 

Mr.  Cullen.  Mr.  Celler,  have  you  any  communication  from  the 
dock  commissioner  of  the  city  of  New  York  in  regard  to  this  matter? 

Mr.  Celler.  I  would  be  very  glad  to  put  such  a  letter  in  the  record, 
but  I  understand  we  have  a  representative  of  the  dock  conmiissioner 
of  New  York  present,  and  he  can  testify. 

Mr.  Cullen.  I  would  like  to  insert  in  the  record  at  this  time  a 
communication  that  I  have  received  from  the  State  Port  Authority 
of  Virginia,  on  this  matter. 

(The  letter  referred  to  is  as  follows :)  ^ 

The  State  Port  Authority  of  Virginia, 

Norfolk^  Va,,  February  11,  1933. 

Subject:  Foreign  trade  zones,  establishment  of,  proposed. 

Hon.  Thos.  Cullen, 

Chairman  Special  Subcotnmitteef  House  Ways  and  Means  Committee, 

Washington  J).  C. 

Dear  Sir:  Referring  to  the  above  subject,  we  are  advised  by  Mr.  Eugene  Fly, 
clerk  of  your  committee,  that  hearings  will  begin  on  House  bills  4726  and  9206 
Wednesday,  February  15,  at  10  o'clock  a.  m.,  and  as  a  result,  we  are  addressing 
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you  first  to  assure  you  of  our  interest  in  the  establishment  of  "Foreign  trade 
zones"  as  being  essential  to  the  welfare  of  the  foreign  commerce  of  the  United 
States  and  particularly  so  at  this  time  when  the  protection  of  foreign  trade  is 

so  necessary. 

With  specific  reference  to  the  bills  above  named,  niav  we  suggest  that: 

(A)  We  believe  the  term  "public  corporation"  as  used  in  H.  R.  4726  should 
be  so  clarified  as  not  to  inelude  a  chartered  corporation  which  might  be  formed 
for  revenue  making  purposes  only  and  without  due  regard  to  the  specific  interest 
of  the  public.  We  believe  the  right  to  establish  foreign  trade  zoijes  ahould  be 
reserved  to  the  State  or  the  communities  concerned. 

(B)  We  note  that  in  those  bills  permission  would  be  granted  to  do  almost 
anything  "but  not  to  manufacture."  We  believe  the  right  to  "manufacture" 
should  be  incorporated  in  tliese  or  any  other  bills  approved  for  tiie  puipose  of 
establishment  of  foreign  trade  zones. 

(C)  It  seems  to  this  commission  also  that  the  limitation  in  H.  R.  9206  (sec.  2) 
of  but  one  zone  in  any  one  port  "except  that  when  a  j^ort  of  entry  is  located  with- 
in the  confines  of  more  than  one  State,  etc."  restricts  latitude  of  operation — and 
that  the  establishment  of  foreign  trade  zones,  where  and  when  desired,  should  be 
permitted — upon  approval  of  the  Secretary  of  Commerce  and  the  Secretary  of 
the  Treasury.  This  would  naturally  eliminate  much  opposition,  which  might 
otherwise  come  from  misinformed  interior  interests.  The  development  of  foreign 
trade  would  thereby  be  encouraged. 

It  seems  to  us  that  these  features  are  essential,  if  and  provided  any  foreign 
trade  zone  established  is  to  fill  the  most  needed  functions  in  the  direction  of 
furthering  the  industry  of  our  country. 

May  we  respectfully  request  that  these  recommendations  be  incorporated  in 
your  committee's  record  Mid  that  th^  may  have  your  most  favorable  consid- 
eration. 

Yours  verv  truly, 

W.  A.  Cox, 
Director  of  the  Port. 

Mr.  McCoRMACK.  I  have  a  very  general  knowledge  of  this  sub- 
ject, not  having  refreshed  my  memory  on  it  for  some  time.  This 
thought  enters  my  mind.  Why  do  you  limit  these  corporations  to 
public  corporations?  Suppose  a  State  is  unable  to  provide  such  an 
establishnient,  and  private  capital  wants  to  enter  into  this  business 
and  is  willing  to  subject  itself  to  the  regulations  of  the  Secretary  of 
CJommerce,  which,  of  course,  would  be  necessaiy,  why  limit  it  merely 
to  a  public  corporation? 

As  you  know,  there  is  a  school  of  thought  that  we  should  as  much 
as  possible  keep  the  Government  out  of  private  business.  I  agree 
that  a  proposition  of  this  kind  ^ould  be  regulated  b;^  the  Fe^ral 
CrOTemment.  The  question  enters  my  mind,  Why  limit  it  to  States 
or  subdivisions  thereof?  Why  not  permit  private  capital  to  enter 
into  such  an  establishment?  Suppose  a  group  of  citizens  in  New 
York  or  in  Boston  or  in  Los  Angeles,  if  those  political  subdivisions 
were  unable  to  finance  such  a  proposition,  were  wilting  to  enter  into 
it.    Why  not  permit  them  to  do  that? 

Mr.  Celler.  The  point  is  well  taken,  and  I  think  the  gentleman 
is  eminently  right.  There  is  no  reason  why  they  should  not  be  and 
I  will  be  very  happy  to  entertain  such  an  amendment  to  my  bill. 
If  public-spirited  citizens  with  capital  and  a  willingness  to  take  a 
limited  return  on  their  capital  are  willing  to  band  together  to  under- 
take the  risks  of  setting  up  a  free  port,  we  should  not  deny  them  the 
right. 

Mr.  McCoBMACK.  I  have  no  pride  in  that  suggestion.  I  asked  the 
question  so  that  you  might  pick  tiie  suggestion  to  pieces. 

Mr.  Celleb.  1  think  your  point  is  weU  taken.  Let  me  revert  to 
the  difficulties  of  the  drawbeidc. 
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The  drawback  permits  the  importer,  instead  of  placing  his  goods 
under  bond,  to  pay  the  duty  on  their  entry,  and  then  to  draw  back 
from  the  Treasury  on  their  reexportation  99  per  cent  of  the  amount 
paid.  This  provision  can  not,  any  more  than  the  bonded  warehouse 
provifitton  can,  relieve  commerce  from  the  delays  and  burdens  incident 
to  customs  enforcement.  Every  step  in  the  process  must  be  taken 
subject  to  customs  inspection.  Oaths  are  required  from  importers, 
superintendents,  and  exporters.  Even  after  reshipment  the  draw- 
back is  unavailing  unless  evidence  is  shown  of  the  actual  landing  of 
the  goods  in  the  foreign  country.  Under  the  smoothest  operation 
of  the  law,  capital  to  the  extent  of  the  duties  is  tied  up  in  the  Treasury 
from  the  time  the  goods  are  imported  until  30  days  after  they  are 
reshipped.    (See  p.  9,  Free  Zones  in  Ports  of  the  United  States, 

IU.  S.  Tariff  Commission.) 
The  same  thing  holds  good  with  reference  to  the  bonded  warehouses. 
Just  to  give  you  one  or  two  of  the  hindrances,  let  me  call  your  atten- 
tion to  this: 
Even  dray  age  between  the  dock  and  the  warehouse  must  be  done 
under  bond.    *    *    *    From  the  time  the  goods  enter  the  port 
until  they  are  reshipped,  the  goods  are  under  constant  customs 
i  control   and   supervision.    *    *    *    Permits,   for   example,  must 
I  always  be  obtained  for  the  reception  and  delivery,  and  strict  accounts 
must  be  kept  of  all  warehouse  transactions.    Handling,  sorting,  and 

I repacking  of  the  goods  are  prohibited.  Only  where  serious  damage 
is  threatened  can  the  original  package  be  opened,  and  even  then  it 
must  be  done  by  special  permission  under  customs  supervision. 
Since  the  Qovemment  nas  always  indicated  a  policy  to  encourage 
commerce  and  to  encourage  the  importation  of  goods  and  their  reex- 
portation in  order  to  give  greater  and  wider  use  and  scope  to  American 
labor,  we  now  present  a  proposition  which  will  carry  out  all  those 
purposes  without  all  the  disadvanta^  that  lutve  been  si>oken  of. 
For  that  reason  I  urge  upon  this  committee  very  serious  conaderation 
of  my  bill. 

The  establishment  of  free  zones  in  various  cities  of  Europe  has 
greatly  influenced  commerce  passing  through  those  cities.  Although 
the  Bremen  free  port  was  only  established  in  1884,  for  example,  the 
importance  of  Bremen  in  foreign  trade  may  be  said  to  be  due,  in  a 
very  large  degree,  to  its  being  a  free  port.  Its  importance  as  a  com- 
mercial and  transshipment  center  is  in  the  main  attributable  to  its 
free  port  privileges. 

It  is  interesting  to  note  that  Bremen,  as  a  free  port,  has  greatly 
aided  the  development  of  the  German  merchant  marine.  The 
North  German  LJoyd,  the  Roland  line,  the  Hansa  Line,  the  Neptune 
line,  the  Bremen-Uamburg-Africa  line,  and  other  well-known  ship- 
owning  firms  hjave  been  ame  to  do  an  enormous  freight  busine^,  m 
a  litfce  d^ee  as  a  result  of  the  freedom  of  Bremen  from  all  customs 
tariff  as  a  free  port. 
^  All  that  I  have  said  with  reference  to  Bremen  can  be  said  also  with 
I  reference  to  Hamburg.  The  position  of  Hamburg  as  a  leading  port 
of  northern  Europe  is  inextricably  bound  up  with  her  free  port.  Free 
ports  have  been  established  at  Leghorn,  Trieste,  Copenhagen,  Danzig, 
Stockholm,  Cadiz,  Gothenburg,  Barcelona,  Malmo,  Saloniki,  Sulina, 
and  many  other  places.  The  wisdom  of  European  governments  in 
setting  up  these  free  zones  should  not  be  disregarded  by  us. 
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I  desire  to  place  in  the  record  a  letter  received  from  the  president  of 
Columbia  University,  Mr.  Nicholas  Murray  Butler,  advocating  the 
passage  of  the  bill. 

Mr.  CuLLEN.  Without  objections,  that  may  be  made  a  part  of  the 
record. 

(The  letter  is  as  follows:) 

Fbbbuart  13,  1938. 

The  Hon.  Emanuel  Celler, 

House  oj  Representatives,  Washington,  D.  C. 

My  Dear  Congressman:  I  thank  you  for  your  telegram  of  the  11th,  and 
regret  that  I  am  unable  to  be  in  Washington  on  the  15th,  to  attend  a  meeting  of 
the  subcommittee  of  the  Ways  and  Means  Committee  for  thei  consideration  of 
your  bill  H.  R.  9206. 

As  you  know,  I  am  strongly  of  opinion  that  the  establishment  of  a  free  port  on 
Staten  Island  would  be  administratively  simple,  economici^y  wise  and  sound, 
and  \\  ould  redound  not  only  to  the  benefit  of  the  port  of  New  York  but  to  our 
entire  international  and  coastwise  shipping  trade. 
Faithfully  yours, 

Nicholas  Murray  Butler. 

Mr.  Celler.  I  should  also  like  to  put  in  the  record,  a  statement 
which  was  submitted  to  me  by  Mr.  Howard  S.  Cullman,  Commissioner 
of  the  Port  of  New^  York  Authority.  It  is  not  very  long  and  I  shall 
not  take  the  time  of  the  Committee  now  to  read  it.  He  has  asked 
me  to  present  it  for  the  record. 

Mr.  Cm«LEN.  Without  objections,  that  may  be  done.  Thank  you, 
Mr.  Celler. 

(The  statement  referred  to  is  as  follows:) 

Fk££  Ports  or  Foreign  Trade  Zones 

.(Radio  address  by  Howard  S.  Cullman,  Commissioner,  the  Port  of  New  York 
authority  over  station  WABC  (Columbia  Network),  New  York  City,  Friday, 

December  30,  1932) 

Three  recent  events  have  directed  public  interest  toward  the  possibility  of 
establishing  a  free  port  or  foreign  trade  zone  in  the  port  of  New  York.  New 
York  City's  energetic  Commissioner  of  Docks,  John  McKenzie,  in  his  report  of 
March  30,  this  year,  urged  that  the  problem  of  the  city's  unused  Staten  Island 
piers  could  be  solved  hy  creatine^  a  free  port  on  Staten  Island.  In  July  news 
came  from  Washington  that  President  Hoover  had  signed  a  bill  sponsored  by 
Senator  Wagner  permitting  the  importation,  free  of  duty,  of  goods  for  exhibition 
or  display  at  the  Rockefeller  Center  in  an  area  bounded  by  Fifth  and  Sixth 
Avenues  and  Fourty-eightli  and  Fifty-first  Streets,  Manhattan,  with  a  proviso 
that  all  such  goods  must  pay  dut\-  if  sold  for  domestic  consumption.  In  Novem- 
ber, Premdent  Nicholas  Murray  Butler  of  Columbia  UnivCTsity,  in  his  suggestions 
for  reorganization  of  the  city  charter  and  the  city  govemzoMit,  urged  that  Staten 
Island  be  set  aside  as  a  free  port. 

What  is  a  free  port  or  a  foreign  trade  zone,  and  how  can  it  benefit  the  port  of 
New  York  and  the  United  States?  The  operation  of  foreign  trade  zones  has  been 
much  misvuiderstood  in  this  country.  A  free  port  is  not  a  hole  in  the  tariff  wall 
or  an  entering  wedge  for  the  dumping  of  foreign  products.  It  is  a  vestibule 
located  on  American  soil  but  outside  of  the  customs  limits  of  the  United  States. 
Every  pound  of  copper,  ton  of  sugar,  and  barrel  of  oil  landed  in  such  a  zone  would 
be  subject  to  the  payment  of  duties  or  taxes  to  the  United  States  the  minute  it 
came  through  tlie  customs  Ijarriers  for  sale  in  this  country. 

A  free  port  is  a  special  vestibule  or  workshop  outside  the  customs  limits  of  the 
United  States  whm  goods  can  be  transshipped  from  one  American  vessel  to 
another  on  the  through  journey  from  Peru  or  Canada  to  the  United  Kingdom 
without  the  red  tape  and  expense  of  minute  customs  regulations  and  inspection 
at  every  step  of  the  transfer.  As  long  as  the  goods  do  not  come  past  the  customs 
barrier  stoekade  American  steamship  lines,  exporters,  storage  warehousemen, 
lenders,  can  pursue  unhampered  their  activities  of  storing,  mixing,  repacking, 
and  reshipping  goods  received  from  one  fo»»gn  countiy  cmd  destined  to  another 
foreign  country. 


FOREIGN  TRADE  ZOKES 


13 


There  is  nothing  new  or  radical  in  the  administration  of  a  foreign  trade  zone. 
In  EuroiS  such  zones  have  been  in  existence  since  1876  when  a  free  port  was 
estS^\  at  Genoa.  The  free  port  of  Leghorn  Harbor,  Italy,  as  now  in  exi^ 
?ence,  was  established  in  1883.  The  free  zone  in  Tneste  wM  .or?ann^  m  1886 
and  began  to  operate  in  1891.  Free  ports  were  established  in  Copenhagen  m 
1894;  DaSzig  in  1896;  and  in  Hanover  and  Bremen  m  1898.  There  are  now  28 
foreto  trade  zones  in  Europe  and  many  more  scattered  throughout  the  Orient 
and  othe^  pf rts  of  the  world^  In  practically  all  cases  the  ^^^"1*  ^^e  esta^^^ 
ment  of  free  zones  has  been  an  increase  in  the  commerce,  shipping,  and  employ- 
ment in  the  port  or  district  where  it  was  established.  .  .  ^« 

The  port  of  Hamburg,  Germany,  found  that  its  trans-shipment  trade  con- 
tributed so  much  to  employment  of  dock  labor,  of  sliipping  a^d  warehousing  and 
to  the  general  welfare  of  the  port,  that  for  a  long  time  it  hesitated  to  ]oin  the 
Seramn  Customs  VnU^  and  lemained  a  free  state  on  German  soi  for  eleven 
^^afte^  the  foundation  of  the  empire.  When  in  1882  it  joined  the  Custoi^ 
Union  its  foreign  trade  zone  was  opened  for  handhng  trans-shipment  business, 
which  grew  to  an  estimated  value  of  $200,000,000  by  1914. 

In  these  days  when  hundreds  of  American  ships  are  laid  up  or  operating  at  a 
loss,  when  5,000  of  the  stevedores  in  the  port  of  New  York  are  reported  to  be  out 
of  work  when  warehouses  are  40  per  cent  unoccupied,  the  United  States  should 
not  overlook  any  opportunity  to  create  employment  and  to  increase  earnings  by 
offering  every  opportunity  to  American  citizens  to  handle  as  much  of  the  trans- 
shipment trade  between  other  countries  of  the  world  via  our  ports  as  it  may  l^e 
possible  to  secure  through  the  establishment  of  foreign-trade  zones.  .  , , 

No  port  authority,  citv  or  private  corporation  can,  under  existing  law,  establish 
a  free  port  in  the  United  States  except  to  the  extent  that  special  act^  permit 
Umited^Ssplav  at  the  Rockefeller  Center,  the  Chicago  World's  Fair,  and  similar 
expositions  the  first  step  must  be  enactment  of  federal  legislation  permitting 
theStablishment  of  foreign- trade  zones  under  proper  supervision  and  regulation. 
Agitation  for  such  legislation  has  been  carried  out  sporadically  for  niore  tlian  a 
decade  In  1919  a  number  of  Chambers  of  Commerce  all  over  the  L  nited  states 
established  a  National  Free  Zone  Association  in  which  the  Merchants  Association 
in  New  York  played  an  active  part  and  attempted,  unsuccessfully  to  secure 

Federal  legislation.  , 

More  recently  when  the  Hawlev-Smoot  tariff  bill  was  under  discussion,  repre- 
sentatives of  the  United  States '  Chamber  of  Commerce  and  of  several  local 
chambers  and  port  interests,  appeared  before  the  House  Ways  and  Means  Com- 
mittee and  the  Senate  Finance  Committee  to  urge  the  incorporation  of  a  section 
in  tlie  administrative  clause  of  the  act  which  would  permit  the  establishment  of  a 
foreign-trade  zone.    These  efforts  were  unsuccessful.  . 

A  nation-wide  campaign  of  education  is  necessary  to  show  our  citizens  nving 
away  from  the  seaboard  the  advantages  to  American  Hl'iin)i"g^  and  American 
business  of  permitting  the  establishment  of  these  zones.  Then-  fear  of  a  break- 
through in  the  tariff  wall  and  of  dumping  of  foreign  goods  in  competition  with  our 
own  manufacture  must  be  removed  by  education  as  to  the  true  purpose  and  intent 
of  free-port  legislation.  ^  ^ 

The  Port  of  New  York  Authority  has  been  active  in  support  ot  the  necessary 
legislation.  The  commissioners  have  gone  on  record  by  resolution  and  communi- 
cations to  Senators  and  Representatives  from  New  \ork  and  New  Jersey.  As 
recently  as  March,  1932,  letters  were  sent  calling  attention  to  the  Jones  bill  in 
the  Senate  (S.  1676)  and  the  Celler  bill  in  the  House  (H.  R.  9206)  both  of  which 
provide  for  authoritv  to  the  Treasury  Department  to  ])ermit  the  establishment 
of  foreign  trade  zones  with  proper  safeguards  and  regulations. 

The  Port  Authoritv  was  instrumental  in  having  the  pending  legislation  before 
Congress,  which  provided  for  only  one  free  zone  in  each  ])ort,  amended  so  as  to 
allow  a  zone  in  each  State  wliere  a  port,  such  as  our  own,  embraces  parts  of  two 
States  within  its  limits.  Therefore,  if  the  present  legislation  is  passed  it  wm  be 
possible  to  establish  a  free  port  at  the  most  advantageous  point  on  the  New  York 
side  and  another  on  the  New  Jersey  side. 

What  are  some  of  the  direct  benefits  to  shipping,  business  men  and  labor  from  a 
free  port?    Some  of  them  may  be  briefly  mentioned:  ,j  .    *    i-x  x  ^ 

(1)  The  removal  of  imports  from  piers  and  from  vessels  would  be  facilitated 
so  that  ships  might  unload  and  depart  quickly.  Quick  port  turn-around  is  im- 
portant to  steamship  earnings.  Delays  on  account  of  complicated  customs  pro- 
cedure and  inspection  would  be  eliminated  in  a  foreign-trade  zone.         .    .     .  f 

(2)  The  owner  at  all  times  would  have  control  of  his  merohandise  i^^^fad  ot, 
as  now,  having  to  comply  with  necessary  but  annoying  regulations  m  a  bonded 
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warehouse.  To-day,  he  can  not  move  a  package  in  a  bonded  wareliou8e,  mix  or 
repack  it  \Mthout  requesting  and  paying  for  the  services  of  customs  inspectors. 
£Jeither  can  he  transport  a  package  from  one  ship  to  another  or  from  one  ware- 
house to  another  without  securing  a  bonded  truckman  or  lighterman  who  must 
me  receipts,  post  bonds,  at  every  move. 

(t)  Capital  which  is  now  tied  up  in  duties  paid  on  articles  subject  to  "draw- 
back for  export  aftor  rofininf?  or  processing,  could  be  released  under  a  free-port 
system  at  considerable  savings  in  interest  charges.  Raw  sugar  received  from 
Uuba,  which  is  refined  m  the  United  States  for  reexport,  could  be  processed  in 
the  foreign-trade  zone  without  the  difficulties  of  paying  duty  and  then  trying  to 
collect  99  per  cent  of  it  back  again  at  a  later  date  under  the  drawback  system:  the 
same  for  oil,  linseed,  copper  and  hundreds  of  other  commodities  which  come  h^ 
for  refining  or  processing  in  transit. 

(4)  Foreign-trade  zones  would  relieve  congestion  on  steamship  piers,  a  situa- 
tion which  was  often  aggravated  when  consignees  used  the  customs  routine  as  an 
excuse  for  leaving  their  goods  on  the  dock  for  davs.  In  a  free  zone  the  goods  could 
be  promptly  removed  to  warehouse  since  no  customs  inspection  would  be  required 
except  on  such  part  of  the  cargo  as  is  taken  through  the  barrier  for  sale  in  the 
united  otates, 

(5)  More  and  better  balanced  cargoes  could  be  secured  for  ships  calling  at  our 
porte.  The  United  States  Shipping  Board  makes  a  point  of  tliis  in  its  report  on 
Foreign  Trade  Zones,  published  in  1929.  It  says:  "The  free  port  is  essentially  a 
maritime  institution.  It  has  its  economic  cornerstone  in  the  load  factor,  and  its 
proper  location  is  at  the  crossroads  of  shipping  lanes  " 

4:1,2tt«;?*^?q^^^T  ^""l^  "V^^l^  be  one  of  the  most  advantageous  locations  in 
the  United  States  for  a  foreign-trade  zone  because  it  is  at  the  crossroads  of  ship- 
ping lanes.  Jast  and  frequent  service  is  maintained  to  practically  every  port  in 
ntir^  w  ^  f  ?  "^Po^^,^"*  P^i"*  ?^  trans-shipment  for  goods  moving  between 
Canada,  the  \\est  Indies,  Central  and  South  America,  in  the  W  estern  Hemisphere, 

"I  *H  J^^rn  Hemisphere.  Joint  steamship  tariff 
arrangements  make  it  possible  to  ship  via  one  line  from  the  West  Indies  to  New 
I^'ufH  <'^ence  by  another  line  from  New  York  to  Europe  as  cheaply  as  it  is 
possible  to  ship  by  the  direct  but  infrequent  services  between  the  West  Indies 
JSIii^rlfT^'  ships  to  England  via  the  port  of  New  York.   Peru  slnps 

inilhons  of  dollars  worth  of  copper  to  Europe  via  the  port  of  New  York.  Europe 
fihips  to  Mexico  via  the  port  of  New  York  Europe 

fr^^fFr^^^^^^^  Pfi  cent  of  the  trans-shipment  and  in  transit  trade  between 
v^rl^  J'^A       the  United  States  ports  passes  through  the  port  of  New 

of  Jond  J  fn  V?9l+  w^^^  ^-^"^  last  year  amounted  to  $121,000,000  worth 
to  nplrl V  ^5r,l?nnn  nnA''  ^^J"?*  trans-shipment  trade  for  New  York'amounted 
to  nearly  $250,000,000  and  for  the  countrv  as  a  whole,  $427,000  000  To  this 
KnSo^Q?  i^®**  reexports  of  raw  materials  or  semimanufactures  processed  in  tlie 
United  States  and  exported  to  foragn  countries.  These  have  amounted  in  recent 
years  to  nearly  $100  000,000  per  annum.   These  figures  seem  S^Tn^i^^IrLon 

countries  such  as  the  UnitedlCingdom  which  have  long  had 
fh?  f?^^!?®#f  ^'h*™'^  shipment  and  reexport  trade.  The  reexport  business  of 
the  Lnited  Kingdom  m  recent  years  has  amounted  to  over  $600,000,000  The 
transit  trade  of  Belgium  reached  $588,000,000  in  1924.  The  ^n^t^d^TOoH 
trade  of  France  in  1925  amounted  to  $736,000,000  ^  ™"  reexport 
United  States  is  one  great  unit  without  international  trade  barriers 
J^viS^r'^K"^®-^"^-  e^roected  to  handle  as  much  transsMpment  and 

r^xport  business  in  the  Western  hemisphere  as  do  the  Europeui  ports  throuih 
which  pass  the  trade  of  many  small  natfons,  each  having  I^p^atTtariffTaU 
Nevertheless  the  opportunitv  of  handling  more  of  the  trade  of  the  WesTern 

H^TPk  ^  F*^*^  ^''^  giving  employment  to  our  sWpSng 

dock  labor,  and  warehousemen  is  attractive.  j   c    tu  uui  suippmg, 

Who  are  in  favor  of  foreign-trade  zones?  I  prefaced  my  remarks  bv  referriiur 
to  the  campaign  of  the  dock  commissioner  of  New  York  Cit  v,3  to  the^S 

n?  ^L^^'-  o^?9l'i??bia  University.   An  impressive  iVt  can  be^^^^ 

up  of  the  organizations  and  individuals  who  have  indor^d  the  foreign-trwle  zone 

P''^"  P^^*  York  State  Chamber  of  Commerce  the 

Association,  the  Brooklyn  Chamber  of  Commerce,  NewaTchamf^^^^ 
nli^S^f''f^*'''^-"^^'*7  organizations  have  indorsed  and  actively  cam^ 

paigned  for  this  pnnciple.  The  Port  of  New  York  Authority  has  been  a  steadv 
adherent  of  the  idea  for  years.    Outside  of  the  port  of  NeV  York  prLticallv 

ffindo^rS^^th^^^     ?V^^-^"*^  from  Boston^to  sS 

A^^^«*  A^J^^*'*"""  Per'^it  ti^e  estabUshment  of  free  zones 

The  Ammean  Assoeiation  of  Port  Authorities  has  indorsed  it.    The  United 
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states  Chamber  of  Commerce,  after  as  exhaustive  study,  came  out  m  support  <rf 
it  The  United  States  Department  of  Commerce,  under  then  Secretary  Herbert 
Hoover,  indorsed  and  recommended  passage  of  the  bill;  the  United  States  l  arifP 
Commission  and  the  United  States  Shipping  Board  have  reported  on  the  subject^ 
The  bill  introduced  by  Senator  Jones,  of  Washington  m  1«26,  was  reported 
favorably  by  the  Senate  CommMitee  on  Commerce,  but  to  date  neither  House  of 
Congress  has  passed  the  necessary  enabling  legislation.  . 
■  I  repeat  that  if  foreign-trade  zones  are  to  be  established  in  the  port  of  New 
i  York  or  anywhere  else  in  the  United  States,  for  the  benefit  of  our  shipping,  our 
business  men,  our  labor,  there  must  be  concerted  action  to  secure  favorable 
congressional  action  and  not  the  least  important  item  in  sucli  a  program  is  a 
campaign  of  education  throughout  the  entire  country,  a  campaign  in  which  1 
hope  this  radio  broadcast  may  play  a  part. 

Mr  CuLLEN.  The  next  witness  is  Mr.  Welch  of  California. 
Mr.  Welch  has  introduced  H.  R.  4726,  which  is  before  the  com- 
mittee and  which,  without  objection,  will  be  made  a  part  of  the  record. 
(H.  R.  4726  is  as  follows:) 

IH.  R.  4796,  Sevmity-second  Congress,  first  session] 

A  BILL  To  provide  for  the  ertablishment,  operation,  an<l  maintenance  of  foreign-trade  eonee  in  ports  of 

the  United  States 

Be  it  enacted  hy  the  Senate  and  House  of  Rcpresentaiives  of  the  United  States  of 
America  in  Congres.9  assembled,  That  the  Secretary  of  the  Treasury,  upon  the 
reco'iiniendation  of  the  Secretary  of  Coininerce,  may  grant  to  public  corporations 
the  privilege  of  establishing,  operating,  and  maintaming  foreign-trade  aones  in 
or  adjacent  to  ports  of  entry  in  the  jurisdiction  of  the  United  States. 

Sec.  2.  Foreign  and  domestic  merchandise  of  every  description,  except  such 
as  is  prohibited  by  law,  may,  without  being  subject  to  the  custo  ns  laws  of  the 
United  States,  except  as  otherwise  provided  in  this  act,  be  Iwought  into  a  zone 
and  there  stored,  exhibited  for  the  purpose  of  taking  orders,  broken  Tip,  repacked, 
assCfTibled,  distributed,  sorted,  refined,  graded,  cleaned,  n  ixed  with  foreign  or 
doii;estic  merchandise,  or  otherwise  changed  in  condition,  but  not  maimfactured, 
and  be  exported,  and  foreign  merchandise  may  be  sent  into  custoTs  territory  of 
the  United  States  therefrom,  in  the  original  package  or  otherwise;  but  \\  hen 
foreign  merchandise  is  so  sent  from  a  zone  into  custo  rs  territory  of  the  X  nited 
States  it  shall  be  subject  to  the  laws  and  regulations  of  the  United  States  affecting 

imported  merchandise.  .       -       o  j. 

Sec.  3.  The  Secretary  of  the  Treasury,  with  the  cooperation  of  the  Secretary 
of  Commerce,  shall  prescribe  such  regulations  as  triay  be  necessary  for  the  pur- 
pose of  selecting  locations  for  foreign-trade  zones,  maintaining  adequate  facilities 
for  the  transaction  of  business  therein,  protecting  the  revenue,  and  regulating 
the  entry  and  clearance  of  vessels  into  and  from  foreign-trade  zones,  and  shall 
prescribe  the  conditions  for  revoking  a  grant  of  a  concession  for  the  estabUsh- 
ment of  a  foreign-trade  zone. 

Sec.  4.  Any  person  violating  any  regulation  made  by  the  Secretaiy  of  the 
Treasury  under  authority  of  section  3  of  this  act  shall,  upon  oonvietioii  thfifeel, 
■be  fined  not  more  than  $1,000. 

STATEMENT  OF  HON.  RICHARD  J.  WELCH,  REPRESENTATIVE  IN 
COIIGRSSS  F&OM  THE  STATE  OF  CALIFO&NIA 

Mr.  Welch.  Mr.  Chairman  and  gentlemen  of  the  committee,  on 
this  important  subject,  exhaustive  hearings  have  been  held'  and 
volumes  have  been  printed.    1  have  here  a  number  of  public  docu- 
ments issued  by  the  United  States  Government  in  reference  to  foreign- 
trade  zones,  but  I  am  not  going  to  offer  them  for  the  record. 
Mr.  McCoRMACK.        you  put  those. references  in  the  record? 
Mr.  Welch.  I  will  make  reference  to  them. 
Mr.  McCoBMACK.  Can  3rou  rive  us  those  references  now? 
Mr.  Welch.  Yes,  I  can,  but!  prefer  to  make  reference  to  them  as 
I  proceed,  and  will  include  a  list  of  titles  of  the  documents  referred  to, 
for  the  record. 
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There  are  now  pendins:  before  Cono:ress  and  your  coninuttoe  two 
bills,  one  of  which  is  11.  R.  4726  introdiired  b}^  nie.  I  have  had  a 
similar  bill  before  Congress  for  a  number  of  years  past  but,  bv  reason 
of  economic  conditions,  duruig  the  past  three  or  four  years,  I  have 
refrained  from  urging  consideration  of  the  bill  or  the  policy  except  suffi- 
ciently to  keep  it  alive,  anticipating  a  more  favorable  time  when  Con- 
gress would  seriously  consider  enacting  into  law  a  measure  provid- 
ing for  the  establishment  of  foreign-trade  zones  in  the  United  States. 

We  should  not  confuse  foreign  trade  zones  in  this  country  with  free 
ports  in  foreign  countries  w^hich  might  carry  the  inference  or  the 
sucrgestion  that  we  are  opening  the  ports  of  the  United  States  to  free 
trade,  which  is  not  the  purpose  of  the  bill.  The  bill  under  considera- 
tion provides  for  tlio  establishment,  operation  and  maintenance  of 
foreisfn  trade  zones  in  ports  of  entry  in  the  IMted  States.  Its  chief 
purpose  is  to  expedite  and  encourap:e  commerce  in  <roods  for  free 
export.  It  calls  for  a  more  liberal  policy  than  is  provided  for  in  the 
tariff  act  of  1922,  or  the  tariff  act  of  1930. 

Permit  me  then,  at  the  outset,  to  give  you  a  brief  outline  of  the 
first  investigations  of  foreign  trade  zones  made  b}^  our  own  Govern- 
ment experts.  Foreign  trade  zones  are  a  subject  of  great  interest  and 
the  subject  has  been  under  consideration  in  this  country  for  many 
years. 

The  act  of  September  8,  1916,  creating  the  United  States  Tariff 
Commission  (section  702)  declares: 

It  shall  be  the  duty  of  said  commission  to  investigate  the  administration 
*  *  *  of  the  customs  laws  of  this  country  *  *  *  to  investigate  the 
oi^eration   of  customs  laws    *    *    *    and  to  submit  the  reports  of  its 

investigations. 

The  duty  of  investigation  of  the  administration  of  the  customs  laws 
carries  with  it  a  consideration  of  the  bonded  warehouse  and  the 
drawback  systems  as  instrumentalities  for  Aaffiating  reexport  in 

foreign  trade. 

The  first  specific  request  for  investigation  and  report  on  foreign 
trade  zones  was  made  by  the  chairman  of  the  Ways  and  Means 
Committee,  August  16,  1917. 

Mark  you,  Mr.  Chairman  and  gentlemen  of  the  committee,  as  I 
said  at  the  outset,  tliis  matter  has  been  before  Congress  for  a  great 
many  years  and  is  not  new  legislation. 

On  May  4,  1918,  the  Senate  Committee  on  Commerce  formally 
requited  the  Twiff  Commission  to  report  on  the  merits  and  pro- 
priety of  Senate  bill  4153,  which  had  for  its  purpose  the  estabUshment 
of  such  zones. 

The  Tariff  Comi  mssion  then  proceeded  to  make  an  investigation. 
Six  months  afterwards,  on  November  20,  1918,  the  commission 
rendered  to  the  Senate  Conmuttee  on  Commerce  a  comprehensive 
report.  This  report  was  based  on  the  following:  Commission  hear- 
ings in  San  Francisco,  New  York,  and  Philadelphia;  special  investi- 
gations in  New  Orleans  and  Galveston;  questionnaires  submitted  to 
several  hundied  American  merchants  and  shippers;  studies  of  the 
history,  operation,  laws  and  regulations  of  foreign  trade  zones  in 
European  ports;  and  personal  interviews  with  men  famiUar  with 
foreign  trade  zone  products. 

The  Tariff  Commission's  report  was  decidedly  in  favor  of  the 
establishment  of  these  zones  in  American  ports.    Let  me  remind  you, 
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y      in  this  connection,  that  the  Tariff  Commission  in  1918  was  headed  by 
F.  W.  Taussig,  one  of  America's  greatest  economists. 

Now,  all  of  you  must  bear  hi  mind  that  our  ports  have  aiw&ys 
handled  goods  for  reeiraort.  Regardless  of  the  fact  that  since  this 
report  was  made,  we  have  entirely  neglected  to  provide  adequate 
facilities  for  this  land  of  commerce,  it  has  growm  notwithstanding. 
The  average  for  the  years  1911  to  1920  was  $75,000,000;  in  1927  it 
was  $107,000,000.  That  is  for  reexport.  I  have  not  the  figures  for 
recent  years,  but  they  compare  favorably  up  until  1930,  as  a  matter 
of  fact,  there  was  an  increase  over  those  figures  during  the  period 
from  1920  to  1930.  ^  ^ 

Mr.  CuLLEN.  Mr.  Welch,  Congressman  ^^  atson  propounded  a 
question  in  reference  to  goods  that  would  enter  the  free-trade  zone, 
go  through  some  manufacturing  or  processing,  and  then  be  reex- 
ported.   Would  not  that  be  a  discrimination  against  domestic  goods? 
Mr.  Welch.  My  bill  does  not  provide  for  manufacturing  withm 

the  zones.  .       -     .  .      .  . 

Mr.  CuLLEN.  We  would  like  to  get  your  expression  of  opinion  atK>ut 

that.  .     .    ,     •  .J 

Mr.  Welch.  I  am  not  in  favor  of  manufacturmg  in  forwgn-traae 
zones.    I  am,  however,  in  favor  of  processing. 
Mr.  Watson.  What  is  the  diffwence  between  processing  and 

manufacturing? 

Mr.  W«LCH.  Manufacturing  within  a  zone,  such  as  in  the  free  port 
of  Hambui^,  wbieh  is  vast  industrial  area,  is  a  different  matter 
entirely. 

Mr.  Watson.  Suppose  they  unported  fish  and  then  put  them  in  tui 
cans  here  and  then  reexported  them.  Would  that  be  permitted 
under  your  act? 

Mr.  Welch.  That  would  not  be  manufacturing.  There  would  he 
no  manufacturing  within  the  zones  under  the  provisions  in  my  bill. 
It  is  expressly  prohibited. 

Mr.  Watson.  In  other  words,  they  could  import  tuna  nsh  trom 
Japan,  without  anv  duty  on  it  whatever,  pack  it  m  tin  ca^  and 
reexport  it.  That  would  be  agamst  the  interests  of  your  own  fishing 
industries  on  the  coast,  would  it  not? 

Mr.  Welch.  You  are  assuming  that  they  are  gomg  to  maaufaeture 
«id  pack  in  tin  cans.    We  are  not  assnnung  that.      .  ,  , 

Mr.  Watson.  Your  ball  says,  '^repack,  aasemblej  Astnhuted,  aad 

so  forth. "  .  *   .   .      f  xi  ^ 

Mr.  Wbmjh.  The  bill  does  not  permit  any  manutaetunng,  if  that 

is  what  the  gentlemen  has  in  mind. 

Mr.  Watoon.  The  language  oi  your  bill  reads: 

Exhibited  for  the  purpose  of  taking  ordws,  broken  up,  repacked,  assembled, 
dirtributed,  sorted,  refined,  graded,  cleaned,  mixed  wath  foreign  or  domestic 
merchandise,  or  otherwise  changed  in  condition    *    *  *. 

That  gives  them  a  large  latitude.  You  could  get  this  from  Japan, 
which  would  be  imported  without  any  duty,  then  you  could  repack 
it  and  assemble  it  and  distribute  it.  Certainly  that  would  come 
within  the  language  of  your  bill.  , 
Mr.  Welch.  Is  the  gentleman  aware  of  the  fact  that  this  bill,  it 
enacted  into  law,  would  eliminate  many  of  the  red  tape  features  that 
are  included  in  the  present  law  in  handhng  goods  for  reexport? 
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^  May  I  repeat,  it  is  not  the  intention,  and  hv  no  stretch  of  the 
imaginataon  should  one  come  to  the  conclusion,  that  under  the  pro- 
visions of  this  bill  the  setting  up  of  manufacturing  industries  within 
the  foreign-trade  zones  will  be  permitted. 

Mr.  Watson.  You  use  the  terms  "repack"  and  "assemble." 

Mr.  Welch.  That  is  permitted  at  the  present  time. 

.Mr.  Vinson.  If  that  b  true,  why  do  you  include  it  in  your  bill 
now? 

Mr.  Welch.  It  allows  a  freer  handling  of  goods  in  transit  for  re- 
export under  present  conditions.  If  the  gentleman  will  permit  me 
to  proceed,  I  am  sure  I  will  be  able  to  couAance  him  on  that  point. 

Mr.  \  iNsoN.  \on  say  that  is  provided  in  the  act  of  1930. 

Mr  A\  ELCH.  As  hberahzed  under  the  act  of  1930  imd  under  the 
act  of  1922. 

Mr.  Vinson.  If  that  is  true,  why  reenact  those  provisions? 

Mr.  W  ELCH.  We  want  to  further  Uberahze  those  provisions,  but 
not  for  the  purpose  of  manufacturing. 

Mr.  Vinson.  Wherein  are  the  rights  conferred  in  this  bill  different 
from  the  rights  as  set  forth  in  the  act  of  1930? 

Mr.  Welch.  I  am  sure,  as  I  proceed,  I  will  be  able  to  convince 
the  gentleman  that  this  bill  would  give  a  further  hberahzation  to  the 
leexporting  of  foreign  goods  titan  is  provided  for  either  in  the  tariff 
act  of  1930  or  of  1922. 

Mr.  Vinson.  I  might  say  I  am  seeking  infcHrmation  on  the  subject. 
Mr.  Welch.  I  appreciate  the  fact  that  Oie  gentleman  is  sei^nir 

mformation. 

Mr.  Watson.  Suppose  a  free  zone  is  established  on  the  Atlantic 

coast  

Mr.  Welch  (interposmg) :  Foreign  trade  zone,  if  tlie  centleman 

please. 

Mr.  Watson.  It  is  practically  the  same  thing.  Let  us  assume 
that  you  unport  sugar  from  Cuba.  Would  not  that  be  agamst  the 
mterests  on  your  coast  so  far  as  the  manufacturing  and  repaddne  of 
sugar  is  concerned? 

Mr.  Welch.  I  do  not  think  it  would.  It  would  be  helpful  both 
to  tiie  producer  and  manufacturer  of  sugar  and  also  to  the  commerce 
of  the  port. 

Mr.  Watson.  We  allow  125,000,000  pounds  of  sugar  to  come  m 
frma  Cuba.  You  get  sugar  free  from  the  Philippines.  That  is,  up 
to  a  certam  tonnage  you  are  allowed  to  unport  sugar  free  from  the 
Philippmes.  I  should  think  tide  would  allow  a  differential  in  favor 
of  the  foreign  sugar  as  agamst  the  American  product. 

Mr.  Welch.  We  admit  sugar  free  from  the  Hawaiian  Islands  by 
reason  of  the  fact  that  Hawaii  is  a  United  States  Territory. 

Mr.  Watson.  That  is  true,  up  to  a  certain  number  of  tons.  As  I 
say,  that  would  mean  a  differential  in  favor  of  the  foreiint  merohan- 
dise. 

Mr.  Welch.  There  is  no  limit  on  duty-free  commerce  from  the 
Hawaiian  Islands  to  the  mainland.    May  1  proceed,  Mr.  Chairman? 

Mr.  Cullen.  Proceed,  please. 

Mr.  Welch.  It  must  always  be  borne  in  mind  that  our  ports  have 
always  handled  goods  for  free  export.  Regardless  of  the  fact  that, 
ance  this  report  was  made,  though  we  have  entirely  aeglected  to 
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provide  adequate  faciUties  for  this  kind  of  commerce,  its  volume  has 

grown  notwithstanding. 

The  bill  now  under  consideration  is  not  mandatory.  It  is  per- 
missive only.  It  permits  port  authorities  to  create  a  zone,  at  the 
expense  of  the  port.  Such  a  zone  wiU  cost  the  Federal  Government 
nothing  whatever.  Furttiermore,  the  foreign  trade  zone  eUminates 
many  costly  customs  formalities.  It  is  much  simpler  and  a  more 
modern  device  for  handling  transshipment  trade. 

May  I  say  to  the  gentlemen  of  the  committee  that  I  do  not  agree 
with  the  gentleman  from  New  York,  Mr.  Coller,  in  his  answers  to 
the  questions  propounded  by  the  gentleman  from  Massachusetts, 
Mr.  McCormack,  as  to  the  policy  of  permitting  the  building  of  those 
zones  as  a  private  enterprise  by  private  capital. 

The  question  was  asked  if  it  would  not  bo  well  to  provide  that  they 
could  be  built  by  private  capital,  and  maintained  by  private  capital. 

Mr.  McCoRMACK.  My  question  to  Mr.  Celler  was  for  the  purpose 
of  obtaining  information.  I  have  no  views  on  the  matter.  I  asked 
the  question  for  the  purpose  of  obtaining  his  views.  I  certainly  feel 
he  should  be  permitted  to  revise  his  answer,  if  he  so  desires.  But  let- 
us  pursue  your  statement  a  little  further  now.  Will  you  give  us  your 
opinion  on  it? 

Mr.  Welch.  Foreign-ta»ade  zones,  if  estaUished  in  the  ports  of  this 
country,  or  in  the  major  ports  of  the  countay,  woidd  be  for  the 
purpose  of  stimulating  commOTce  and  trade.  The  ports  of  the 
United  States,  with  few  exception®,  heginnmg  with  Maine,  and  con- 
tinuing down  along  the  Atlantic  coast,  through  the  Gulf,  and  again 
on  the  Pacific  coast,  from  San  Diego  to  Seattle  are  nearly  all  under 
public  ownership.  Wliatever  objecticm  the  people  who  live  m  the 
communities  of  the  seaboard  States  may  have  as  to  the  general  policy 
of  pubhc  ownership  of  pubUc  utiUties,  they  make  an  exception  of 
their  ports.  May  I  repeat  that  nearly  every  port  in  the  United 
States  is  under  public  ownership,  and  if  the  suggestion — I  know  it  is 
only  a  suggestion  on  the  part  of  the  gentleman  from  Massachusetts  

Mr.  McCoRMACK.  It  is  not  even  a  suggestion.  I  am  merely 
seeking  information. 

Mr.  Welch.  If  his  suggestion  were  carried  into  effect,  it  would 
mean  setting  up  a  private  system  of  ports  which  would  be  in  direct 
competition  with,  public  omiership  of  ports,  which  is  a  well-defined 
public  policy  in  this  country. 

Mr.  McCoRMACK.  Let  us  pursue  that  a  little  further.  You  say 
that  it  would  cost  the  Federal  Government  noiMng  whatever? 

Mr.  Welch.  That  is  correct. 

Mr.  McCoBMACK.  It  is  going  to  cost  the  State  goTmm«!it  or  the 
municipaUties  something,  however,  is  it  not?  ^  r 

Mr.  Welch.  Yes;  that  is  the  question,  and  a  very  serious  one,  I 
will  say  to  the  gentleman  from  Massachusetts. 

Mr.  McCoRMACK.  A  free  port  or  a  foreign-trade  zone  is  an  area  of 
land  within  the  port  of  entry,  the  city  that  constitutes  the  port  of 
entry.  It  is  located  in  some  principal  city  or  port  of  the  United  States,. 
I  assume;  is  that  correct? 

Mr.  Welch.  I  will  give  a  definition  of  it  as  I  proceed. 

Mr.  McCoRMACK.  From  a  practical  angle  that  is  true,  is  it  not? 

Mr.  Welch.  Yes. 
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Mr.  McCoRMACK.  And  that  is  set  aside  for  business  purposes, 
certain  business  purposes  as  defined  in  your  bill  or  as  may  be  defined 
in  a  bill  that  may  be  reported  by  the  committee  and  passed  by  the 
House.  The  principal  purpose  of  it  is  to  permit  raw  products  to 
come  into  the  United  States  without  the  present  restrictions  or 
difficulties  in  the  matter  of  reexport,  in  order  to  give  employment  to 
American  citizens,  and  for  otlier  purposes;  is  that  correct? 

Mr.  W  ELCH.  Together  with  stunulating  and  increasing  our  foreign 
trade. 

Mr.  McCoRMACK.  Exactly.  Of  course,  the  more  you  stimulate 
foreign  trade,  the  greater  opportunity  for  employment. 

Mr.  Welch.  Absolutely.    The  gentleman  is  correct. 

Mr.  McCoRMACK.  Let  us  assume  it  it  advisa})le  to  locate  one  of 
these  foreign  trade  zones  in  one  of  the  principal  ports  of  the  United 
States,  but  the  municipality  has  not  the  money  with  which  to  do  it. 
Let  us  assume  that  private  capital,  subjecting  itself  to  the  regulations 
set  up  by  the  Federal  Govenmient,  desires  to  do  so.  ^hat  objection 
is  t^ere  to  their  doLug  it? 

Mr.  Welch.  Unless  every  port  in  the  United  States  were  to  do  the 
same  thing,  it  would  be  discriminatory.  For  instance,  if  a  group  of 
capitalists  in  the  city  of  New  York  or  the  city  of  Boston,  the  gentle- 
man's city,  or  in  my  own  city,  the  city  of  San  Francisco,  were  to 
build  a  foreign-trade  zone  with  private  capital  (if  it  were  permitted 
under  the  law),  other  communities  unable  to  privately  finance  a 
foreign-trade  zone  would,  as  a  result,  suffer  a  serious  loss  of  Uieir  port 
business. 

Mr.  McCoRMACK.  That  is  true,  but  why  should  the  citizens  of 
one  port  be  held  down  on  a  lower  level  because  of  the  lack  of  interest 
in  a  proposition  of  this  kind  in  the  citizens  of  another  port? 

Mr.  Welch.  If  1  might  be  permitted  to  make  a  suggestion  to  the 
honorable  conmiittee,  it  would  be  that  after  hearing  arguments  on  the 
question  of  establishing  foreign-trade  zones  in  the  United  States,  you 
secure  further  information  as  to  the  financial  ability  of  the  several 
porte  in  the  United  States,  to  avail  themselves  of  the  privilege  of 
establishing  foreign-trade  zones  under  the  provisions  of  the  bill  under 
consideration. 

Mr.  McCoRMACK.  Mr.  Welch,  I  assume  that  if  the  city  of  Boston 
applies  for  the  privilege  of  establishing  a  free  port,  and  their  applica- 
tion is  appro\  ed  by  tke  Secretary  of  Commerce,  the  city  of  Boston 
would  have  to  purchase  some  Und,  which  would  mean  a  capital 

investment;  that  is  true? 

Mr.  Welch.  Unless  thay  have  land  available. 

Mr.  McCoRMACK.  Either  they  would  have  to  have  land  available 
or  have  to  purchase  land.  I  assume  there  would  have  to  be  ware- 
houses and  otiier  facihties  erected  within  this  area  and  I  assume  that 
private  interests  would  lease  a  portion  of  this  fi  ee  zone  or  foreign-trade 
zone  for  their  own  business  purposes,  and  the  city  would  charge  them 
rentals  or  the  free  port  or  authorities  would  charge  them  certain 
rentals. 

Mr.  Welch.  As  they  do  now  in  all  ports  that  are  publicly  owned. 

Mr.  McCoRMACK.  Exactly.  Now,  do  you  not  think  there  would  be 
a  greater  stimulation  of  busmess  if  private  capital  were  allowed,  were 
it  mterested,  to  enter  into  this  business  than  if  it  were  confined  ^to- 
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aether  to  some  board  constituted  by  a  State  law  to  take  charge  of  any 

h  free  ort? 

^''Mr'^^WELCH.  I  am  unalterably  absolutely  opposed  to  private 
ownership  or  private  control  of  the  harbors  of  this  country,  it  is 
contrary  to  sound  pubHc  poUcy.  The  seaports  of  this  country,  as  the 
Nation's  gateways  to  the  seven  seas,  are  a  God-given  heritage;  tney 
belong  to  all  the  people  and  should  be  publicly  owned, 

Mr.  McCoKMACK.  But  this  is  not  a  harbor. 

Mr.  Welch.  A  foreign  trade  zone  would  automaticaUy  become  a 

part  of  a  harbor. 

Mr  McCoRMACK.  We  have  private  ownership  over  commerce  now. 
We  have  public  control  and  regulation  of  our  ports,  but  m  Boston  the 
city  of  Boston  or  the  State  of  Massachusetts  does  not  own  the  land 
on  the  water  front  of  the  port  of  Boston.  The  land  is  owned  privately 
and  is  used  in  the  conduct  of  private  business. 

Understand,  I  am  not  disagreeing  with  your  contention;  1  am 
merelv  seeking  information.  I  want  to  find  out  what  objection  you 
would  have  to  broadening  the  bill  to  permit  private  capital,  under 
public  regulations,  to  finance  a  free  port  in  the  event  that  the  btate  or 
the  local  municipality  is  unable  to  do  so  or  does  not  want  to  do  so. 
What  objection  would  there  be  to  that?  ^ 

Mr  Welch.  I  would  have  no  objection  as  to  the  investment  ot 
private  capital.  It  would  have  to  be  understood,  however,  that  pri- 
vate interests  would  have  notMng  to  do  with  the  ownership,  control, 
and  operation  of  any  port  in  this  country  through  foreign-trade  zones. 
That  IS  not,  as  I  said,  good  pubUc  poUcy,  and  is  contrary  to  public 
sentiment  as  expressed  in  nearly  every  seaboard  secUon  of  the  Umted 
States,  from  Maine  to  Puget  Sound. 

Mr.  McCoRMACK.  I  thoroughly  agree  with  you. 
Mr  Watson.  Let  us  assume  that  free  ports  are  established 
by  these  pubUc  corporations.  One  is  established  in  New  ^or\^ 
And  the  people  of  Michigan,  where  they  manufacture  a  great  deal  of 
furniture,  for  which  they  import  wood  from  Canada,  apply  lor  the 
privilege  of  estabUshing  a  free  port  so  that  they  can  get  their  wood 
in  from  Canada  which  goes  into  that  furniture.  The  Government 
will  say,  ''We  do  not  want  you  to  do  that."  Is  not  that  a  discnininar 
tion  in  favor  of  one  port  against  another?    ,      _     ,  .  .  • 

Mr  Welch.  That  would  not  be  permitted  under  the  proviaons  of 
the  bill,  section  2  of  which  provides  that  when  forwgn  merchandise 
is  sent  from  a  zone  into  customs  territory  of  the  United  btates  it 
shall  be  subject  to  the  laws  and  regulations  of  the  Umted  btates 
affecting  imported  merchandise.  , ,     .  i_ 

Mr.  WATBON.  I  do  not  understand  why  it  would  not  be.  One 
port  favors  one  commodity,  sugar,  and  it  does  not  favor  another 
commodity,  wood,  which  is  imported  from  Canada  into  Michigan. 
The  quantity  of  furniture  manufactured  in  Michigan  is  tremendous. 
It  is  an  important  industry.  I  do  not  see  how  you  are  gomg  to  lau-ly 
distribute  these  free  zones.  j  xi_  ^  4^u 

Mr.  CuLLEN.  Of  cours'e,  Mr.  Welch,  you  understand  that  the 
State  of  New  York,  by  an  act  of  its  State  legislature,  at  a  time  when 
I  happened  to  be  a  member  of  that  State  legislature,  created  the 
port  authority  w^hich  was  given  jurisdiction  to  some  extent  over  the 
harbor  of  New  York  and  the  port  of  New  York.  In  the  event  of  such 
a  zone  being  established  in  the  port  of  New  York,  no  moniee  would 
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be  coming  from  the  Federal  Government  or  the  State  government  or 
the  mimicipal  government,  because  the  Port  of  New  ^rk  Authoritv 
has  the  right  under  its  act  to  issue  bonds,  for  any  improvements  that 

they  might  want  to  make. 

inckided  in  the  record  a  communication  from  the 
port  ot  \  irginia,  which  is  an  organization  similar  to  the  Port  of  New 
f^fu-    u  ^^^^^^  advocating  to  some  extent  the  passage  of  legislation 
pt  this  character    I  am  wondering  if  you  have  any  port  authority 

m  ban  i^rancisco?  ^ 

Mr.  Welch.  We  have  what  is  known  as  the  Board  of  State  Harbor 
Commissioners  The  harbor  of  San  Francisco  is  owned  and  con- 
trolled  by  the  State  of  California,  the  State  owning  the  land  as  wdl 
as  the  piers  and  docks. 

Mr.  McCoBMACK.  Mr.  Welch,  I  was  just  seeking  information  I 
nave  no  pnde  m  any  opinion  about  this.  I  want  to  get  the  benefit  of 
your  knowledge,  because  you  have  given  this  subject  deep  studv.  I 

you.  I  see  no  reason  why  a  State  or  citv 
should  not  do  this  if  it  wants  to  do  this.  But  I  was  wondering  if  the 
prmciple  of  the  biU  could  not  be  broadened  to  aUow  private  capital 
U)  enter  I  wanted  to  find  out  why  that  would  not  be  better  in  the 
tirst  mstance,  and  m  the  second  instance,  if  a  locality  or  subdivision 
?l    ^  not  want  to  do  it,  and  there  was  some  private  capital 

them?  ^  ^  *  restriction  against 

Mr.  Welch.  That  is  a  matter  for  further  consideration. 

Let  me  say  this  to  the  gentleman  from  Pennsylvania  (Mr.  Watson), 
who  made  reference  to  the  State  of  Michigan.  The  chamber  of 
comm^ce  of  the  city  of  Detroit  has  indorsed  the  principle  of  this 
Ti  '\  J  Q    chamber  of  commerce  of  ahnost  every  large  citv  in  the 

iSff    w  mdorsed  the  pohcy  of  foreign-trade  zones'. 

th«m  '^^^^  might  indorse  it,  but  that  does  not  give  it  to 

Mr.  Welch.  WeU  they  are  in  favor  of  it.  The  only  objection 
wmch  has  been  made  to  those  zones  has  been  made  in  Congress. 
1  say  this  without  any  reflection  whatsoever.  My  best  judgment  is, 
smce  1  have  been  m  Congress,  that  Congress  has  not  given  proper 
consideration  to  the  importance  and  the  necessity  of  foreign-trade 
-Zones. 

G*'*^**®  people  that  handle  the  commerce  of  the  country,  the  United 
states  Chambers  of  Commerce,  and  the  chamber  of  commerce  of 
nearly  all  the  large  cities  in  the  United  States  have  indorsed  this 
principle  and  they  have  sent  their  representatives  here  in  times  past. 
In  view  of  the  exhaustive  studies  that  have  been  made,  and  the  vol- 
umes  that  have  been  printed  at  the  expense  of  the  Government,  in 
reterence  to  this  policy,  it  is  most  remarkable  that  with  those  most 
interested  favonng  foreign-trade  zones,  and  with  no  apparent  oppo- 
sition, that  so  little  progress  has  been  made  in  Congress. 

Mr.  Watson.  In  1919  there  were  exhaustive  hearinffs  on  Mb 

question.  ^ 

Mr.  Welch.  If  this  hearing  did  not  result  in  anything  further  than 
the  authorization  of  this  committee  by  Congress  to  make  a  studv  of 
the  vanous  questions  which  the  gentleman  from  Massachusetts *^has 
i^J'^^t^l         ^^^^        gentleman  from  Pennsylvania,  as  to  the 
■amhty  of  the  different  States  or  communities  to  control  their  harbors, 
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to  finance  the  construction  of  foreign  trade  zones,  it  would  be  a  con- 
struction step,  and  we  would  welcome  such  an  investigation  on  the 

part  of  Congress.  ^    ^  a 

Mr.  Vinson.  Coming  back  to  the  power  granted  under  the  taritt 
act  of  1930,  as  compared  with  the  specific  power  granted  in  your  bill, 
I  fail  to  find  in  the  act  of  1930  anything  that  permits  the  breaking 
up,  or  the  repacking,  or  the  assembUng,  distributing,  sorting,  grading 
or  refining,  or  mixing  with  foreign  or  domestic  merchandise,  or  other- 
wise changing  conditions. 

As  I  read  the  warehouse  period  section,  it  deals  with  drawbacks. 
That  is  section  657  which  provides  that — 

Anv  merchandise  subject  to  duty,  with  the  exception  of  perishable  articles  and 
explosive  substances,  other  than  firecrackers,  may  be  entered  for  warehousing 
and  deposited  in  a  bonded  warehouse  at  the  expense  and  risk  of  the  owner, 
importer,  or  consignee.  Such  merchandise  may  be  withdrawn,  at  any  time 
within  three  years  (or  10  months  in  the  case  of  grain)  from  the  date  of  importa- 
tion, for  consumption  upon  payment  of  the  duties  and  charges  accruing  thereon 
at  the  rate  of  duty  imposed  by  law  upon  such  merchandise  at  the  date  of  with- 
drawal. 

Has  the  gentleman  in  mind  any  other  section  of  the  act  of  1930 
that  gives  the  specific  rights  referred  to  in  section  2  of  your  bill? 

Mr.  Welch.  I  do  not  think  the  tariff  act  of  1930  nor  the  act  of 
1922  recites  all  the  things  permitted  within  a  bonded  warehouse. 

I  would  respectfully  suggest  that  the  gentleman  ask  that  question  of 
the  representatives  here  present  who  are  in  the  reexport  business. 

Mr.  Watson.  The  question  of  the  difference  between  the  free  zone 
and  the  drawback  amounts  to  this.  When  you  have  the  drawback 
you  have  to  pay  the  duty,  amounting  to  from  $40,000  to  $50,000  on  a 
vessel  load,  or  you  have  the  importer  losing  the  interest  as  well  as 
the  1  per  cent,  and  therefore  the  free  zone  is  an  advantage  because 
you  do  not  have  to  pay  duty  upon  the  arrival  of  the  imported  article. 

Mr.  Vinson.  No;  but  under  the  Welch  bill,  after  the  good>,  are 
processed,  when  they  are  extracted  or  taken  from  the  free  zone  then 
the  duty  is  paid. 

Mr.  Watson.  It  is  not  paid  if  it  is  exported. 

Mr.  Welch.  My  attention  has  been  called  to  section  555  of  the 
tariff  act  of  1930,  in  which  there  is  this  provision: 

Buildings  or  parts  of  l)uildings  and  other  inclosures  may  be  designated  by  the 
Secretary  of  tlie  Treasury  as  bonded  warehouses  for  the  storage  of  imported 
merchandise  entered  for  warehousing,  or  taken  possession  of  by  the  collector, 
or  under  seizure,  or  for  the  manufacture  of  merchandise  in  bond,  or  for  the 
repacking,  sorting,  or  cleaning  of  imported  merchandise  Such  warehouses  may 
be  bonded  for  the  storing  of  such  merchandise  only  as  shall  belong  or  be  con- 
«igned  to  the  owners  or  proprietors  thereof  and  be  known  as  private  bonded 
warehouses,  or  for  the  storage  of  imported  merchandise  generally  and  be  known 
as  public  bonded  warehouses.  Before  any  imported  merchandise  not  .finally 
released  from  customs  custody  shall  be  stored  in  any  such  premises,  the  owner 
or  lessee  thereof  shall  give  a  bond  in  such  sum  and  with  such  sureties  as  may 
be  approved  by  the  Secretary  of  the  Treasury  to  secure  the  Grovemment  against 
any  loss  or  expense  connected  with  or  arising  from  the  deposit,  storage,  or  manipu- 
lation of  merchandise  in  such  warehouse.  Except  as  otherwise  provided  in  this 
Act,  bonded  warehouses  shall  be  used  solely  for  the  storage  of  imported  mer- 
chandise and  shall  be  placed  in  charge  of  a  proper  oflScer  of  the  customs,  who, 
together  with  the  proprietor  thereof,  shall  have  joint  custody  of  all  merchandise 
stored  in  the  warehouse;  and  all  labor  on  the  merchandise  so  stored  shall  be 
performed  bv  the  owner  or  proprietor  of  the  warehouse,  under  supervision  of 
the  officer  of  the  customs  in  charge  of  the  same,  at  the  expense  of  the  owner  or 
proprietor.   The  oompenatttton  of  aueh  officer  of  the  custoimi  and  other  euatoma 
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employees  appointed  to  supervise  the  receipt  of  merchandise  into  any  such  ware- 
hoiise  and  denveries  therefrom  shaU  be  reimbuwed  to  the  Govemient  by  ttS 
propnetor  of  such  warehouse.  >*vtc**u«o**»  uy  tu» 

^^^•Jn^^*  A?"  ^^^^  ^^^^^      tiie  power  provided  for  in 

your  bill    lou  bill  provides,  ''mixed  with  foreign  or  domestic 

merchandise,  or  otherwise  changed  conditions." 

Mr.  Welch.  May  T  say  to  the  gentleman  that  if  we  considered  it 
sulliciently  broad  at  present  we  would  not  be  hero  presentin<r  aro-u- 
ments  ^king  for  more  Hberal  provisions.  We  are  trving  to  demon- 
strate the  necessity  of  liberalizing  the  present  provisions  of  the  tariff 
act. 

Mr.  Vinson.  But  the  gentleman  made  the  statement  that  \  ou  had 
JP^POwer  imder  the  act  of  1930.    That  is  the  reason  for  the  interroga- 

^^^^  wording  of  section  555  of  the  tariff 

act  of  1930  convey  that  to  the  gentleman? 

Mr  Vinson.  No,  not  with  the  powers  as  set  forth  in  section  2  of 
vour  bill.  It  does  not  say  anything  about  mixing  with  foreign  or 
domestic  merchandise.  It  does  not  say  anything  aSout  refining  It 
might  say  something  about  grading— I  do  not  know. 

It  niay  be  that  those  powers  should  be  granted,  but  if  they  are 
granted,  I  want  them  to  be  granted  with  my  eyes  open. 

Mr.  Welch.  I  sincerely  hope  they  will  be. 

Mr.  Vinson.  They  are  goino:  to  be. 

Mr.  Welch.  I  hope  the  gentleman's  eyes  will  be  opened  to  the 
necessitv  ol  liberalizmo:  the  present  provisions  of  the  tariff  act  through 
the  medium  of  a  foreign  trade  zone  bill,  either  in  the  form  that  is 
now  before  the  committee  or  in  an  amended  bill. 

UndOT  present  regulations,  goods  arriving  in  this  country  for  re- 
export have  to  be  entered,  examined,  and  assessed  just  as  laboriously 
as  If  they  were  mtended  for  domestic  use.  These  formahties  are  ab- 
solutely necessary,  unless  a  carrier  is  immediately  available  to  trans- 
sniP  tnem  on  the  way  to  their  ultimate  foreign  destination. 

Whenever  such  goods  have  to  be  stored  awaiting  transshipment, 
they  can  be  stored  only  in  a  bonded  warehouse,  if  they  are  to  be 
exempt  from  duty. 

Under  section  562  of  the  1922  tariff  act,  Hberalized  under  the  pro- 
visions of  the  1930  tariff  act,  the  owner  of  such  goods  can  store  them 
without  paying  the  duty,  provided  he  puts  up  a  bond  in  the  amount 
ol  double  the  duty.  Tliis  bond  is  forfeited  if  the  goods  are  stolen, 
lost  destroyed,  or  fraudulently  removed.  All  drayage  between  the 
dock  and  the  warehouse  must  be  done  under  bond. 

In  a  foreign-trade  zone,  the  owner  would  not  be  delayed  and 
hampered  with  such  restrictions  and  formalities. 

What  is  a  foreign-trade  zone?  You  have  had  a  dehiiition  from 
the  gentleman  from  New  York,  as  read  into  the  record.  Experts 
aehne  a  foreign-trade  zone  as  follows: 

t^j!^wl^f""i!'"^^^  '"""^  I';''  P^""'^  ^^"^'^^  ^"  ^^^'^e"*  ^hat  differs  from  adjacent 
T^r^J.  ^^  ^'""^  ^""^F^^X  from  the  customs  laws  as  affecting  goods  destined  for 
reexport;  It  means  simply  that,  as  regards  customs  duties,  there  is  freedom, 
unless  and  until  goods  enter  the  domestic  market.  A  f oreign-trade  zone  may  b4 
defined  as  an  isolated,  inclosed,  and  policed  area,  in  or  adjacent  to  a  port  of  eiitrv 
without  resident  population,  furnished  with  the  necessary  facilities  for  lading 
and  unlading,  for  supplying  fuel  and  ship's  stores,  for  storing  goods  and  fof 
reahipping  than,  by  land  and  water;  an  area  wittiin  whteh  gobdiiiky  be  iatided 
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stored,  mixed,  blended,  repacked,  and  reshipped,  without  payment  of  duties,  and 
without  the  intervention  of  customs  officials.  It  is  separated  from  surrounding 
territory  by  stockade.  Goods  can  not  pass  this  stockade  into  the  hands  of  the 
eonsuming"^  public  without  undergoing  customs  revision  and  paying  the  full 
tariflf  duty. 

Before  the  incorporation  of  the  present  revisions  in  the  1922  tariff 
act  and  in  the  1930  tariff  act,  the  owner  of  goods  for  storage  and  r^x- 
port  would  have  to  pay  the  full  duty  on  their  arrival  in  the  honded 
warehouse.  When  he  withdrew  them  for  shipment,  he  could  draw 
back  99  per  cent  of  the  duty  he  had  paid. 

Under  present  regulations,  he  is  relieved  of  paymg  the  duty,  it  is 
true.  But  is  there  not  just  as  much  formality  and  red  tape  as  under 
the  old  system?  Does  not  the  owner  incur  the  same  annoyance  and 
delay  of  naving  his  goods  examined,  entered  and  assessed?  Should  a 
port  doing  a  vast  amount  of  reexport  business,  have  its  commerce 
restricted  because  of  the  physical  limitations  of  the  bonded  warehouse? 

There  is  a  point  for  consideration,  gentlemen  of  the  committee. 
A  bonded  warehouse  is  very  limited  in  area.  It  does  not  provide 
the  facilities  necessary  for  a  great  port  of  entry,  particularly  when 
that  port  handles  goods  for  reexport. 

In  answer  to  these  questions,  let  me  invite  your  careful  attention 
to  the  opinion  expressed  by  President  Herbert  Hoover  when  he  was 
Secrctarv  of  Commerce,  in  a  letter  written  on  December  19,  1925, 
after  the  tariff  act  of  1922  had  been  in  operation  more  than  three 
years. 

The  letter  is  addressed  to  the  late,  lamented  Senator  Jones,  of  the 
State  of  Washington,  who  was  referred  to  a  few  moments  ago.  The 
letter  says : 

Complying  with  your  request  of  the  12th  instant  for  a  report  from  this  depart- 
ment on  Senate  bill  No.  66,  entitled  "To  provide  for  the  establishment,  operation, 
and  maintenance  of  foreign-trade  zones  in  ports  of  entry  of  the  United  States,  to 
expedite  and  encourage  foreign  commerce,  and  for  other  purposes,"  it  is  my 
opinion  that  properly  located  foreign-trade  zones  would  faciUtate  and  encourage 
the  export  trade  of  the  United  States  and  be  of  material  benefit  to  our  merchant 
marine,  for  the  following  reasons: 

1.  It  will  promote  and  expedite  our  transshipment  trade  by  eliminating  the 
customs  formalities  and  difficulties  under  our  present  system  of  warehousing  for 

reexport.  ,   .  .  ^ 

In  the  course  of  the  tariff  revision  of  September,  1922,  customs  admmistrative 
regulations  were  so  liberalized  that  many  of  the  activities  relating  to  foreign 
merchandise  under  section  3  of  the  bill,  are  now  allowed  in  bonded  warehouses 
without  requiring  the  paynient  of  duties;  however,  they  are  so  encumbered  with 
requirements,  such  as  filing  manifests,  making  formal  entry  of  all  foreign  mer- 
chandise whether  intended  for  ultimate  entry  into  this  country  or  not,  having 
goods  weighed  or  otherwise  examined  before  they  are  allowed  to  be  deposited 
in  bonded  warehouses,  that  the  privileges  available  are  not  sufficiently  attractive 
to  be  used  to  any  great  extent. 

That  applies  to  the  provisions  of  the  act  of  1930,  which  did  liberal- 
ize them  to  some  extent,  but  they  still  have  the  same  red  tape  to  go 
through  in  the  case  of  reshipment,  with  the  same  conditions  referred 
to  by  President  Hoover,  who  was  then  the  head  of  the  Department  of 
Commerce.    His  letter  to  the  late  Senator  Jones  goes  on  to  say : 

2.  It  would  place  this  country  in  a  better  position  to  take  advantage  of  our 
large  consumption  of  many  foreign  raw  materials  and  distribute  such  among 
fmigii  ocmntries. 


26 


FOBEIOK  TBADR  Z0KS8 


ships  both  wayi^"^^^®       opportunity  for  obtaining  fuU  cargoes  for  American 

which  is  a  matter  for  serious  consideration,  gentlemen — 

and  result  in  a  more  economical  use  of  our  merchant  marine  bv  eliminating  delays 
due  to  customs  formalities.  '  &  -j'" 

In  my  opinion,  tlie  bill  is  designed  to  accomplish  the  foregoing,  and  I  therefore 

indorse  it  and  recommend  its  passage.  -of 

The^  following  are  the  views  developed  and  indorsed  by  the  mem- 
bers of  the  Chamber  of  Commerce  of  the  United  States.  They  were 
submitted  to  this  committee  by  William  Butterworth,  president  of 
the  chamber,  February  11,  1929: 

We  favor  legislation  permitting  the  creation  in  American  jiorts,  of  foreign-trade 
zones  into  which  foreign  materials  may  be  transported  for  manufacture,  repacking 
and  other  necessary  handling  and  then  shipped  to  foreign  destinations  without 
the  expense  and  delay  incident  to  passage  through  the  customs.  The  establish- 
ment  of  such  zones,  by  local  bodies,  at  their  own  expense,  under  approved  Federal 
regulation,  would  provide  part  of  the  equipment  needed  hv  a  countrv,  such  as  our 
own,  domg  a  diversified  mternational  trading  business.  The  establishment  of 
such  zones  would,  we  beheve,  mure  to  the  benefit  of  American  industry.  American 
conmierce,  and  American  merchant  shipping.  jt 

You  will  note  that  the  United  States  Chamber  of  Commerce  believes 
that  manufactunng  should  also  be  peimitted  m  foreign-trade  zones 
Many  other  commercial  bodies  have  expressed  themselves  likewise. 
In  the  bill  under  consideration,  gentlemen,  we  do  not  ask  for  that 
In  fact,  one  of  the  provisions  expressly  prohibits  manufacturing. 

Mr.  AIcCoRMACK.  Can  you  give  us,  or  later  put  in  the  record^ 
mtormation  as  to  the  amount  of  foreign  goods  which  have  come  into 
the  Lmted  btates  for  the  past  several  years  and  which  have  been 
reexported? 

Mr.  Welch.  I  will  be  glad  to  furnish  that  information,  to  the 
gentleman  personally,  and  also  for  the  record. 

(Mr.  Welch  later  filed  the  following  letter  containing  the  informa- 
tion referred  to  above:) 

Depabtment  of  Commerce, 
Hnn   Pr^xx*^,^  T  Wtuhington,  February  17,  1933. 

lion.    KiCHARD  J.    \V  ELCH, 

House  of  Representatives,  Washington,  D.  C. 
My  Dear  Congressman:  In  compliance  with  vour  telephone  request  of  this 
f!?«  J&®1^T"^JPca"2*'"f  belowJ,he  exports  of  foreign  merchandise  (reex- 
ports) from  the  United  States  diHing  the  calendar  years  1920  to  1930,  inclusive- 


1920   $147,  535,  486 

1921...    106,  103,  332 

1922.   66,686,628 

1923    76,777,989 

J^i-  --  93,334,536 

1926   91, 126, 076 

Very  truly  yours, 


Inclosure  76934. 


1926_    $96,939,347 

1927.   106,511,655 

1^28_   98,257,740 

1929_.    83,912,  175 

1930   62,  008,  991 


John  Matthbw8»  Jr., 


Mr.  Welch.  Those  of  us  who  have  been  following  this  matter  for 
a  number  of  years  are  perhaps  a  little  hazy,  because  we  did  not  know 
It  was  gomg  to  be  considered  at  this  time,  and  as  I  stated,  I  had  not 
urged  It  during  recent  years  on  account  of  economic  conditions,  and 
•/^^  ^  think  economic  conditions  should  be  seriously  con- 

sidered. The  bill  under  consideration  contains  the  principle  in  refer- 
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ence  to  foreign  trade  zones  as  indorsed  by  the  United  States  Chamber 
of  Commerce,  the  Chamber  of  Commerce  of  the  State  of  New  York, 
the  Merchants'  Association  of  New  York,  The  Port  of  New  York 
Authority,  the  Boston  Chamber  of  Commerce,  the  Philadelphia 
Board  of  Trade,  the  Baltimore  Association  of  Commerce,  the  Export 
and  Import  Bureau  of  Baltimore,  the  New  Orleans  Association  of 
Commerce,  the  New  Orleans  Cotton  Exchange,  the  Chicago  Associa- 
tion of  Commerce,  and  the  San  Francisco  Chamber  of  Commerce. 
You  will  find  that  almost  every  important  city  in  the  country  haa 
endorsed  the  principles  contained  in  this  bill. 

Agreeable  to  the  request  of  the  gentlemen  from  Massachusetts, 
Mr.  McCormick,  I  now  oiler  for  the  record  the  titles  of  public  docu- 
ments on  foreign- trade  zones,  as  referred  to  by  me  at  the  beginning 
of  my  statement: 

(1)  Sixty-fifth  Congress,  second  session;  Senate  Committee  Print.  Free  zones 
in  ports  of  the  United  States.  Letter  from  the  United  States  Tariff  Commission 
transmitting,  in  compliance  with  the  request  of  the  Senate  Conmiittee  on  Com- 
merce, a  report  upon  the  policy  of  establishing  free  zones  in  ports  of  the  United 
States,  together  witli  an  analysis  and  comment  concerning  the  bill  (S.  4153)  to 
provide  for  the  establishment,  operation,  and  maintenance  of  free  zones  in  the 
l)orts  of  the  United  States,  and  for  other  purposes.  Printed  for  the  use  of  tlie 
Committee  on  Commerce. 

(2)  Free  zones  in  ports.  Hearings  before  the  Subcommittee  on  Commerce,. 
United  States  Senate,  Sixty-sixth  Congress,  first  session,  on  S.  3170,  a  bill  to 
provide  for  the  establishment,  operation,  and  maintenance  of  foreign-trade  zones 
in  ports  of  entry  of  the  United  States,  to  expedite  and  encouri^  foreign  oommeroe,. 
and  for  other  purposes.    October  10,  11,  and  21,  1919. 

(3)  Calendar  No.  270.  Sixty-seventh  Congress,  first  session,  Senate  Report 
No.  257.  Foreign-trade  zones  in  ports  of  the  United  States.  August  15,  1921. 
Ordered  to  be  printed.  Mr.  Jones  <rf  Washington,  from  the  Committee  on 
Commerce,  su})mitted  the  following  report.    (To  accompany  S.  2391.) 

(4)  Calendar  No.  499.  Sixt}' -eighth  Congress,  first  session,  Senate  Report 
No.  477.  Foreign  trade  zones  in  ports  of  the  United  States.  April  24  (calendar 
day  April  28),  1924.  Ordered  to  be  printed.  Mr.  Jones  of  Washington,  fpom 
the  Committee  on  Ck>mmerce,  submitted  the  following  report.  (To  accompany 
S.  2570.) 

(5)  Sixty-seventh  Congress,  second  session,  Senate  Document  No.  239.  Free 
sones  in  ports  of  the  United  States.  Letter  from  the  United  States  Tariff  Com- 
mission, transmitting  in  compliance  with  the  request  of  the  Senate  Committee 
on  Commerce,  dated  May  3,  1918,  a  report  upon  the  policy  of  establisliing  free 
zones  in  ports  of  the  United  States,  together  with  an  analysis  and  comment 
concerning  the  bill  (S.  4163)  to  provide  for  the  establishment,  operation,  and 
maintenance  of  free  zones  in  the  ports  of  the  United  States,  and  for  other  pur- 
poses, as  introduced  in  the  Sixty-fifth  Congress. 

(6)  Calendar  No.  729.  Seventieth  Congress,  first  session,  Senate  Report 
No.  713.  Foreign  trade  zones  in  ports  of  the  United  States.  April  6,  1928. 
Ordered  to  be  printed.  Mr.  Jones,  from  the  Committee  on  Commerce,  submitted 
the  following  report.    (To  accompany  S.  742.) 

(7)  Foreign  trade  zones  (or  free  ports).  Corps  of  Engineers,  United  States 
Army,  Bureau  of  Operations,  United  States  Shipping  Board.  War  Department. 
Corps  of  Engineers,  United  States  Army,  and  United  States  Shipping  ^oard. 
Miscellaneous  series  No.  3.  Foreign  trade  zones  (or  free  ports).  Analyzed  with 
8{)ecial  reference  to  the  advisability  of  their  establishment  in  the  United  States. 
Prepared  by  the  Board  of  Engineers  for  Rivers  and  Harbors,  War  Department, 
and  the  Biurcau  of  Operations,  United  States  SKupping  Board. 

Mr.  CuLLEN.  We  thank  you  very  much,  Mr.  Welch.  We  will 
now  be  glad  to  hear  Mrs.  Norton. 
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STATEMENT  OF  HON.  MARY  T.  NORTON,  A  REPRESEHTATIVB  IK 
CONGRESS  FROM  THE  STATE  OF  HEW  JSHSST 

'Mrs.  Norton.  Mr.  Chairman,  and  nienibors  of  the  conunittee,  I 
simply  want  to  take  the  opportunity  to  jiresont  to  the  committee, 
Mr.  Ed  win  B.  Lord,  the  executive  officer  of  the  Chamber  of  Com- 
merce of  Jersey  City,  who  wishes  to  be  heard,  and  also  Maj.  rhilip 
Guise,  representing  the  engineering  department  of  Jersey  Citv. 

I  believe  that  the  State  of  New  Jei-sey  would  greatly  benefit  by 
the  estabHshment  of  a  free  zone  system.  No  other  citv  in  the  country 
has  more  natural  advantages  for  a  free  zone  than  has' Jersey  City. 

Mv  understanding  of  a  free  zone  is  that  it  is  a  district  near  a  port 
within  which  the  customs  authorities  do  not  enter,  but  confine  their 
activities  outside  of  this  district,  and  to  guarding  its  boundaries,  and 
it  is  a  district  within  which,  upon  entering,  the  products  do  not  have 
the  effects  of  customs  supervision,  but  at  &e  same  time  the  prote<5tive 
and  revenue-producing  provisions  of  the  tariff  system  are  retained. 

It  should  consist  of  a  district  equipped  with  wharves,  warehouses, 
mdustnal  faciUties,  and  facilities  for  the  transportation  of  merchan- 
dise. We  think  our  city  is  ideally  located  for  the  establishment  of 
such  a  zone. 

However,  I  will  leave  the  details  of  the  matter,  and  a  further  dis- 
cussion of  it  to  the  gentlemen  whom  I  would  like  you  to  hear. 
Mr.  CuLLEN.  We  will  be  glad  to  hear  them  in  their  turn. 
Mr.  Houston,  we  will  be  glad  to  hear  you  at  this  time. 

STATKMHTT  OF  HON.  VICTOR  S.  K.  HOUSTON,  THE  DELEGATE  IN 
C0H6RESS  FROM  THE  TERRITORY  OF  HAWAH 

Mr.  Houston.  Mr.  Chairman,  I  do  not  want  to  take  any  of  the 
committee's  time  except  to  state  that  if  and  when  after  a  study  of  this 
matter  of  the  free  trade  zones  it  is  decided  to  bring  out  a  bill,  I  would 
ask  that  the  draft  of  the  bill  be  so  worded  as  to  include  the  Territories 

in  connection  with  the  functioning  of  such  corporations  or  entities 
which  may  be  authorized  to  establish  and  operate  the  free  trade 
zones.  The  Welch  bill  is  correctlv  drafted  so  as  to  include  Hawaii, 
but  the  Celler  bill,  H.  R.  9206,  would  have  to  be  amended  on  page  1, 
lines  6  and  8,  by  adding  after  the  word  ''State  "  the  word  ''Territory"; 
also  on  page  6  of  the  same  bill,  line  13,  after  the  word  "State",  the 
word  ' '  Territory ' ' . 

The  Chamber  of  Commerce  of  Honolulu  has  indicated  a  great 
interest  in  this  matter  and  has  consistently  advocated  the  passage  of 
a  measure  that  would  allow  the  establishment  of  such  organizations. 

Mr.  CuLLEN.  We  will  now  hear  Mr.  Leasure,  representing  the 
United  States  Chamber  of  Commerce. 

STATEMENT  OF  CHESTER  LEASURE,  REPRESENTING  THE 
CHAMBER  OF  CaMMSEGS  OF  THE  UNITED  STATES 

Mr.  Leasure.  Mr.  Chairman,  I  shall  take  just  a  moment  to  pre- 
sent to  the  committee  a  very  brief  statement  on  behalf  of  Mr.  H.  I. 
Harriman,  president  of  the  Chamber  of  Commerce  of  the  United 
States,  and  ask  the  privilege  of  filing  a  report,  in  the  nature  of  a 
brief,  in  favor  of  the  free  zone  system. 


FOBBION  TRADB  Z0KB8 


Mr.  Harriman's  statement  is  as  foUows: 

For  many  years  the  chambers  of  commerce  and  trade  associations  comprising 
the  membership  of  our  organization  have  advocated  that  legislation  should  be 
enacted  permitting  the  creation  in  American  ports  of  so-called  foreign  trade  zones, 
for  the  building  up  of  transshipment  trade  in  such  ports,  for  the  assistance  of  the 
American  merchant  marine  and  for  the  simplification  of  customs  administration. 

A  special  committee  of  our  organization  some  years  ago  made  a  careful  study 
of  this  subject.  In  its  final  report  it  reviewed  the  arguments  in  favor  of  and 
opposed  to  foreign  trade  zones;  it  has  discussed  the  feasibility  of  such  zones,  and 
their  legality.  I  trust  you  will  permit  me  to  file  with  your  committee  for  inclu- 
sion in  its  hearings  a  copy  of  this  committee's  report,  herewith  submitted. 

May  I  call  your  attention  especi^y  to  the  conclusions  of  the  committee,  set 
forth  on  page  22  of  the  report: 

"In  conclusion,  this  committee  of  the  Chamber  of  Commerce  of  the  United 
States  believes  that  permissive  legislation  should  be  passed  authorizing  the 
establishment  by  local  bodies  at  their  own  expense,  under  approved  Federal 
regulation,  of  free  zones  in  the  ports  of  the  United  States.  It  is  believed  that  a 
free  zone  is  a  part  of  the  equipment  of  a  country  for  doing  a  diversified  inter- 
national trading  business  which  American  business  men  ought  to  have  made 
available  to  them.  It  is  believed  that  with  free  zones  in  American  ports  the 
American  merchant  marine  will  benefit  from  an  increased  share  in  the  carrying 
trade  of  the  world:  that  American  merchants  and  manufacturers  will  benefit  in 
a  variety  of  ways  from  the  advantages  of  a  wide  American  consignment  market 
for  foreign  |»oducts;  that  the  free  zones  will  bring  needed  improvements  in 
American  port  and  terminal  facilities;  that  free  zones  will  luring  added  business 
to  American  banks,  insurance  companies,  freight  forwarders  and  warehousemen; 
that  ftree  acnes  will  bring  about  a  vast  improvement  of  the  type  of  facilities  pro- 
vided at  present  only  by  bonded  warehouses  and  drawback,  togeASMt  with  a 
gimplification  and  saving  in  the  work  of  customs  administration. " 

That  is  the  statement  of  Mr.  Harriman.  Now,  Mr.  Chairman,  I 
should  like  to  file  with  the  committee  and  for  the  record  a  report  of 
the  special  committee  of  the  Chamber  of  Conameree  of  the  United 
States  on  the  subject  of  foreign  trade  zones. 

Mr.  CuLLEN.  If  there  is  no  objection,  that  may  be  done. 

Does  the  United  States  Chamber  of  Commerce  advocate  an 
organization  of  local  bodies  in  order  to  carry  on  these  free  zones? 

Mr.  Leasure.  That  is  the  language  of  our  recommendation. 

Mr.  Watson.  There  are  about  125,000,000  pounds  of  sugar  im- 
ported into  this  country  and  processed.  If  we  had  a  zone  system 
and  the  Cuban  sugar  should  come  in  free,  at  a  lower  price  than  the 
sugar  made  out  of  beets,  would  not  that  be  a  differential  in  favor  of 
the  foreign  product? 

Mr.  Leasure.  Mr.  Chairman,  and  Mr.  Watson,  may  I  intixkluce 
my  friend,  Mr.  Bacher,       witt-  answer  that  quMtion. 

Mr.  Watson.  Can  you  not  answer  that  as  a  representatiye  of  the 
United  States  Chamber  of  Commerce? 

Mr.  Lbasubs.  I  am  not  a  forei^ii  trade  expert. 

Mr.  Watbon.  Tou  can  not  answer  that  question  yes  or  no? 

Mr.  Lbasxirb.  No,  sir.  I  would  l^e  to  ai^  Mr.  Bacher  to  answw 
that  question. 

(The  report  referred  to  is  as  follows:) 

FoaaiQN  TsADfi  Zones — What  They  Are  and  How  They  Will  Benefit 

American  Trade 

FOBBWOBD 

The  Chamber  of  Commerce  of  the  United  States  became  committed,  through 
vote  of  the  eighth  amiual  meeting,  to  advocacy  oi  Federal  legislation  for  free  zones 
in  the  United  States. 
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Svibsequentlv,  the  board  of  directors  authorized  tPP«\"*^f^*  ^^L^taXtS^^thl 
Z^l^^'^^^  Alexander  Brown  *  Sons;  president. 

Merchants'  AMOciation  of  New  York  Treasurer  National  Association  of 

JD  Low^ar  ^MwSdent,  Union  NMionnl  Bank,  Seattle  Wash, 
i^k  C  MunsoTp?esident/Munson  Stean^s^^^ 

and  no  later  statistics  have  been  added.  ^^^^^  ^  Goodwin, 

Rmdeia  Vice  PretMieia. 

March  5,  1926. 

IFinal  report  of  special  committee  submitted  Nov.  15. 1«21;  R«vi»d  Mar.  6,  IMQ 

REASONS  FOR  FREE  PORTS 

During  the  continuance  of  .  syetem  of  f-e  trade  Eng^^^^^^  *rSont 

rr.^^'^^'^^'^yenute  i^^  '°  England  for  many 

ySS^t^e^t  interSraSy1??aJe.^^^  ^vith  the  transshipment  and  reexport 
&e"s  which  are  so  important     British  commerce 

and  reexported,  either  m  its  ""^"^ .^^f™.^  have  a  c"^^  schedule  of 

^^"^\°^^tii"^M^P~ttvfdu«fs  Sa're'hXc-toms  supervision 
ovI^Sf  S  ^m"?J?^b^~^  close,  and  the  transa^nt  andreexport 
S^s  STlikelv  to  Lcome  enta^^ -more^ess  ne«^ 

^nr^rMss^n^^  - 

teSgn  countries  and  has  become  of  utereBt  to  the  United  States. 

CONSIDERATION  IN  UNITED  STATBB 

F«e  ports,  or  free  zones,  or  foreign-trade  zon^. 
discussion  in  the  United  States^^rUcularlv  njl«  laM  y^p^,/,^' 
tone  is  au  insitution  wMch  at  present  the  United  h^t^  countries,  do  possess. 
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reBolutions  or  otherwise  taken  a  position  for  or  against  free  zones.    In  most  of  the 

connp.crcial  organizations,  tlie  proposal  that  there  should  he  free  zones  in  the 
United  States  has  received  hearty  indorsement.  As  a  result  of  its  study,  and 
hearings  in  various  parts  of  the  United  States,  the  TariflF  Commission  came  to 
the  eondusion  that  there  is  merit  in  the  free-zone  idea  aiid  asked  that  it  have  the 
favorable  consideration  of  Congress.  The  National  Foreign  Trade  Council 
has  gone  on  record  as  favoring  free  zones,  and  the  list  of  local  chambers  of  com- 
merce that  have  approved  and  urged  free  zones  is  long.  The  principal  chambers 
in  the  port  cities  of  the  conntiy  with  one  exception  have  supported  the  free- 
zone  idea. 

POSITION  OF  NATIONAL  CHAMBER 

At  the  eighth  annual  meeting  of  the  Chamber  of  Commerce  of  the  United 
States,  a  resolution  regarding    foreign-trade  zones"  was  adopted,  reading  as 

follows: 

"Unnecessary  obstacles  and  unnecessary  costs,  together  with  antiquated 
regulations,  affect  importation  of  materials  which  are  to  be  exported  after  manu- 
facture in  conjunction  with  domestic  materials,  and  of  goods  which,  after  being: 
repacked,  are  distributed  to  foreign  customers.  Removal  of  these  impediments 
will  inure  to  the  benefit  of  American  industry,  American  commerce,  and  American 
merchant  shipping.  To  this  end  Congress  should  enact  legislation  permitting^ 
the  creation  in  American  ports  of  areas  where  foreign  materials  and  goods  can. 
be  received  for  manufacture,  repacking,  or  other  necessary  handling,  and  be 
distributed  to  foreign  destinations,  without  the  expenses  and  delays  incident 
to  passage  through  the  customs." 


BILLS  IK  0ONORB88 


The  United  States  Tariff  Commission  has  recommended  that  Congress  enact 
permissive  legislation,  making  possible  the  establishment  of  foreign  trade  zones 
in  ports  of  the  United  States.  This  recommendation  was  made  bv  the  commission 
after  It  had  oondueted  hearmgs  in  1917  and  1918  in  various  parts  of  the  country. 

Bills  to  authorize  the  establishment  of  free  zones  were  introduced  in  1918  and 
1919,  and  received  the  unqnaUfied  indorsement  of  the  Secretary  of  Commerce 
(Secretary  Redfield).  These  bills  relating  to  free  zones  would  authorize  the 
Secretary  of  Commerce  to  grant  authority,  upon  proper  application,  to  a  State 
or  legal  subdivision  thereof,  or  a  municipality,  under  proper  Federal  regulation,  to 
establish,  operate,  and  maintain  foreign-trade  zones  in  or  adjacent  to  ports  of 
entry  under  the  jurisdiction  of  the  United  States. 

Similar  bills  made  some  progress  in  the  Sixty-sixth,  Sixty-seventh,  and  Sixty- 
eighth  Congresses,  and  in  1926,  in  the  Sixty-ninth  Congress  Senator  Jones  of 
Washington  and  Representative  Briggs  of  Texas  again  sponsored  legislation  to 
this  end.  ^  Secretary  of  Commerce  Herbert  Hoover  in  his  annual  report  for  1924 
urged  legislation  to  authorize  foreign-trade  zones. 

APPOINTMENT  OF  CHAMBER'S  COKMITTBB 

Although  there  is  on  record  a  resolution  of  the  eighth  annual  meeting  quoted 
above,  it  was  recommended  by  the  foreign  commerce  department  committee  of 

the  national  chamber  that  the  subject  of  free  zones  in  ports  of  the  United  States 
should  be  considered  by  a  special  committee  of  the  national  chamber,  which 
should  report  on  the  various  angles  of  the  question  concerning  which  the  general 
busmess  public  has  not  been  very  much  informed.  The  resolution  referred  to 
bnngs  out  some  of  the  principal  points  in  favor  of  free  zones,  but  the  indorsement 
does  not  cover  all  the  purposes  of  free  zones  w^hich  their  advocates  hold  important. 

On  the  recommendation  of  the  foreign  commerce  department  committee  of  the 
national  chamber,  the  board  of  directors  approved  the  appointment  of  a  special 
committee,  and  this  committee,  appointed  with  such  approval,  submits  the  fol- 
lowing  report. 

DEFINITION  OF  FREE  ZONES 

The  United  States  TariflF  Commission  has  given  the  following  definition  of  a 
free  zone : 

"  A  free  port  or  free  zone  is  a  place,  Umited  in  extent,  that  differs  from  adjacent 
terntory  in  being  exempt  from  the  customs  laws  as  affecting  goods  destined  for 
reexport  •  it  means,  simply,  that,  as  regards  customs  duties,  there  is  freedom,  unless 
and  unta  imported  goods  enter  the  diunestic  market.    A  free  z&oe  may  tie  defined 
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as  an  isolated,  inclosed,  and  policed  area,  in  or  adjacent  to  a  port  of  entry,  without 
resident  population,  furnished  with  the  necessary  facilities  for  lading  and  unlad- 
ing, for  supplying  fuel  and  ships'  stores,  for  storing  goods  and  for  reshipping  them» 
by  land  and  water;  an  area  within  which  goods  may  be  liuided,  stored,  mixed, 
blended,  repacked,  manufactured,  and  reshipped  without  payment  of  duties  and 
without  the  intervention  of  customs  officials.  It  is  subject  equally  with  adjacent 
regions  to  all  laws  relating  to  public  health,  vessel  inspection,  postal  service,  labor 
conditions,  immigration,  and,  indeed  everything  except  the  customs." 

In  his  book  on  ports  and  terminal  facilities.  Dr.  R.  S.  MacElwee,  former  Di- 
rector of  the  Bureau  of  Foreign  and  Domestic  Commerce,  who  has  made  a  study 
of  free  ports  in  Europe  and  written  extensively  on  the  subject,  gives  the  following 
definition  and  description  of  a  free  port  or  free  zone: 

"The  modern  free  port  is  an  area  of  a  port  separated  from  the  customs  area 
of  a  nation  by  a  stockade.  Ships  may  enter  such  a  port,  discharge,  load  and 
depart  without  customs  formalities.  The  goods  may  be  stored,  repacked,  manu- 
fketured,  and  reexported  wit^ut  customs  formalities.  Only  when  the  goods 
pass  the  barrier  to  reach  the  consuming  public  of  the  country  do  they  undergo 
customs  revision  atid  pay  the  necessary  duty.  A  free  port  is  a  'customs  outland' 
within  the  political  boundary  of  a  country." 

BUMMABT  OF  ABOUiaNTS 

The  principal  arguments  in  favor  of  the  establishment  of  free  sones  in  the  ports 
of  the  United  Stat^  and  the  principal  argumcots  opposed,  wlueh  weveaonsldered 
by  the  committee,  are  as  follows: 

IN  FAVOR  OF  FREE  ZONES 

1.  Free  zones,  with  cutting  of  customs  red  tape  on  vessel  movement  and 
immediate  inspection  of  merchandise,  will  direct  increased  trans-shipment  trade 
to  American  ports,  providing  more  dependable  cargo  volume,  which  will  heU> 
the  American  merchant  inariiie  and  impiova  the  ooeaa  astfieea  offered  to  Ameis 
ican  manufacturers. 

2.  Free  zones  will  provide  facilities  for  extensive  consignment  markets  for 
dutiable  raw  materials  and  semi-maBufaotured  goods;  as  well  as  for  dutiable 
finished  products. 

3.  The  installation  ol  fvee  sonee  will  provide  great  improveaieiits  in  port  and 

terminal  facilities. 

4.  Free  zones  will  make  up  for  the  inadequacy  of  a  svstem  of  bonded  ware- 
houses and  drawbacks,  in  so  far  as  industries  maanfa«tOTWig  primarily  for  export 
and  dependent  upon  dutiable  imported  supplies  are  concerned,  and  ill  pcmiittiag 
the  rehandling,  conditioning,  and  reexportation  of  imports. 

5.  Free  zones  obviate  the  necessity  of  advancing  large  sums  for  bonds  and  duty 
payments,  the  expenses  of  customs  supervisioii,  eie.,  and  provkle  an  opportunity 
for  earnings  for  American  bankers,  insurance  companies,  forwardeis,  bn^m,  and 
other  engaged  in  handling  the  port's  business. 

6.  Free  zones  bring  about  a  simplification  and  reduction  of  the  work  of  customs 
administration,  are  quite  in  harmoi^  with  a  protective  tariff  system,  and  are 
easy  of  administration  from  a  customs  standpoint,  with  all  due  regard  to  the 
safeguarding  of  customs  revenue  and  the  prevention  of  srouggUng. 

OTFoan  TO  vns^HlMil^ 

1.  The  United  States  does  not  possess  the  geographical  advantages  of  number 
and  proximity  of  different  countries  (some  of  them  inland  countries) ,  which  has 
encouraged  the  creation  ol  free  sones  in  European  ports;  free  zones  in  the  United 
States  would  be  uneconomic,  since  tending  to  intercept  the  direct  movement  of 
goods  from  producing  to  consuming  countries,  encouraging  the  processes  and 
expenses  of  transshipment. 

2.  Free  sones  are  a  step  toward  free  trade;  foreign  manufacturers  would  get 
business  away  from  American  manufacturers  by  having  stocks  readily  available 
in  American  ports  for  the  domestic  market,  in  addition  to  near-by  foreign  markets. 

3.  The  systems  of  bonded  warehouses  and  drawbacks  and  the  extent  to  which 
raw  materials  are  free  of  duty  in  the  United  States  make  free  zones  unnecessary; 
their  establishment  would  only  lead  to  smuggling  and  evasion  of  the  customs  laws 
and  would  involve  additional  expense  to  protect  the  revenue,  without  benefit  to 
the  country. 
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4.  Free  zones  would  promote  commerce  or  trade,  rather  than  manufacturing. 

5.  Friction  would  arise  as  to  which  cities  should  have  free  aones  and  it  would 
be  difficult  to  comply  with  Article  I,  section  9,  of  the  Constitution  of  the  United 
States,  reading:  "No  preference  shall  be  given  by  any  regulation  of  commerce 
or  revenue  to  the  ports  of  one  State  over  those  of  another. ' 

6»  Because  of  ttie  miscellaneous  character  of  freight  cargoes  in  practice  ships 
must  be  discharged  at  the  regular  terminals  and  vm  merohandise  for  the  free 
sones  be  ttansfened  to  the  free  sones. 

TRANBSHimBNT  TBADB 

The  princif)al  reason  for  the  existence  of  free  zones  is  the  development  of 
transshipment  trade.  In  all  great  ports  there  is  a  certain  amount  of  transship- 
ment business.  Vessels  in  line  traffic,  especially  those  making  a  limited  number  of 
ports,  come  into  a  port  and  discharge,  in  addition  to  the  cargo  intended  for  domes- 
tic distribution  through  the  port  itself,  a  certain  amount  of  cargo  intended  for 
shipment  to  other  ports  not  touched  by  the  vessel  in  question.  Other  vessels 
coming  into  the  port  am  deetfaied  to  the  other  ports  in  foreign  countries  for  which 
the  transshipment  cargo  is  eventually  destined.  These  other  vessels  pick  up  the 
transshipment  cargo  and  carry  it  to  its  ultimate  port  of  destination.  Obviously, 
from  a  shipping  stendpoint,  there  is  a  distinct  advantage  in  having  such  trans- 
shipment cargo  available,  in  order  to  provide  adequate  cargo  volume  for  vessels 
maxing  a  given  port,  since  the  load  factor — fall  loads  when  possible — is  funda- 
mental in  economical  shipping.  Transshipment  business  offers  a  clear  oppor- 
tunity for  an  aporoach  to  the  equalization  of  inward  and  outward  cargo  tonnage. 

Doctor  Maesiwee,  discussing  ibiB  shipping  advantages  of  free  zones,  has  put 
ttie  cade  as  follows: 

"The  institution  of  the  free  port  lias  its  economic  cornerstone  in  the  load 
factor.  The  large  ship  is  more  economical  than  the  small  one.  The  trouble  i& 
to  find  a  cargo  for  her.  Also,  the  more  ships  come  to  port  the  better  the  service, 
the  more  animated  the  business  of  the  port,  the  greater  the  possibility  of  filling- 
the  large  and  economical  freight  liner.  This  type  of  ship  gives  better  service, 
sails  oftener  and  faster,  and  generally  stimulates  business.  On  the  other  hand, 
few  consumer  communities  absorb  commodities  in  shipload  lots.  A  family  knowB- 
that  it  can  buy  veal  cheaper  per  pound  by  buying  a  whole  calf,  but  the  average 
family  can  not  use  a  whole  calf.  Certain  coun^es  may  fill  a  ship  with  coffee, 
as  Brazil,  or  with  sugar,  as  Java  or  Cuba,  or  with  steel  rails  or  harvesters,  as 
the  United  States,  but  few  markets  can  absorb  such  shipments  with  regularity. 
The  way  to  secure  low  freight  rates  and  frequent  express  service  overseas  is  to 
be  able  to  unload  lots  at  the  warehouses  of  a  g;reat  port,  from  whicli  small  short- 
haul  feeder  lines  distribute  the  commodities  to  the  secondary  markets.  In  the 
past  the  United  Statse  has  absorbed  cargo  lots  within  its  own  borders  and  has 
therefore  had  littte  reexport  complications.  However,  in  the  future,  with  the 
smaller  South  American  markets  opened  to  the  United  States,  it  will  be  good 
business  if  many  products  now  handled  uneconomically  in  broken  lots,  if  at  all, 
be  consigned  to  an  American  free  port  in  cargo  lots  for  feeder-line  distribution 
to  the  smaller  markets  of  Mexico  and  Central  and  South  America.  *  *  * 
It  will  therefore  be  necessary  after  tiie  war  to  develop  the  feeder-line  system 
to  an  extent  not  known  before." 

Transshipment  business  has  been  a  very  large  feature  of  the  development  of 
some  of  the  world's  greatest  ports.  A  study  of  practically  any  inwaid  vessel 
manifests  covering  cargo  shipping  on  vessels  from  the  chief  European  ports 
shows  the  extent  to  whicli  transshipped  cargo,  originating  in  remote  parts  of 
the  world,  contributes  to  the  making  of  cargo  brought  into  our  ports  from  Europe. 
The  development  of  transshipment  business  has  been  characteristic  of  the  ttieide 
of  all  the  European  countries  which  have  built  up  large  mercantile  marines.  It 
is  remarkable  in  the  trade  moving  through  British  ports,  Hamburg,  Bremen, 
Copenhagen,  Rotterdam,  Amsterdam,  Antwerp,  Le  Havre,  Bordeaux,  Marseilles, 
and  Grenoa  to  enumerate  but  a  few.  The  two  chief  German  ports  mentioned, 
Hamburg  and  Bremen,  are  the  outstanding  examples  of  the  operation  of  free 
ports  in  connection  with  this  transshipment  trade.  Bremen  developed  a  cotton 
transshipment  business  of  vast  dimensions,  and  the  transshipment  trade  of  Ham- 
burg in  coffee  and  numerous  other  lines  has  been  striking. 

aXTjMT  OV  TKANSSBIPMBNT  TRADE 

The  transshipment  trade  of  the  United  States  at  present  is  by  no  means  negligi- 
ble, in  spite  of  the  limited  development  of  the  American  mercantile  marine  and 
the  inadequacy  of  American  ports  for  the  handling  of  such  business.  Govern- 
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ment  statistics  show  reexports  from  the  United  States  totalling  over  $34  000  000 
in  1911  and  figures  m  excess  of  that  amount  for  1912,  1913.  and  1914     in  1915 

itlosl^'oi^T^^^^^^^^^^^  't'^'     ^^^^^     *he  same  level  and 

in  lW?t  sW  a^^^^^  ^"^"^  $100,000,000,  in  1919  to  $171,000,000  and 

•  ?in,?^S2Ljf*  5148,000,000  in  round  numbers.    The  average  for  tlip  10-vpRr 

^JJ^^  character  of  the  "in  transit"  and  "transshipment"  trade  can  not  be 

men  "knd  'rtVa?^^^^^  ttf  *"?/t"^  ^T.'I^^  relativeVoportions  of  "t?an^hi^! 

«L  wli  ^si*    trade     ''Transit"  trade  to  and  from  Canada  looms  lar^e 

m  the  total,  yet  for  many  other  countries  in  all  parts  of  the  world  a  substVntUl 
fc'/u'i^es'^r'Sr^"?*         *«n8sWpment  in'^the  Uniied  Ses^s  n^ca^^^ 

in  the  "'fn  frL^i?'^^'''^''  merchandise,  aw' not  included 

jin  tne    in  transit     and  ''transshipment"  fiffures     The  reexoort  fiiriirfta  ^ 

GEOGRAPHIC  AND  ECONOMIC  SITUATION 

Opponents  of  free  zones  in  ports  of  the  United  States  have  argued  that  the 
geographical  location  of  the  United  States  is  against  the  developmerft  of  American 
ports  m  transshi^nt  busmess.  It  is  argued  that  the  geographical  location  of 
the  European  ports,  by  reason  of  the  existence  of  numerous  different  countries 
some  without  seaports,  reasonably  close  to  each  other,  lends  itself  to  the  breaking 
up  of  large  shipments  in  the  principal  ports  and  to  the  subsequent  distribution  of 
merchandise  in  comparatively  small  quantities  to  the  markets  of  the  consuming 

ii^SlTl',  f  *  ^^^i'?'*  comparative  isolation  of  the 

United  fetates  from  foreign  countries  is  against  the  substantial  nowth  of  any 
auch  business  in  this  country.  ' 

^Another  argument  which  has  come  out  in  the  hearings,  tied  up  with  the  geo- 
graphical basis  for  trade,  is  to  the  effect  that  European  countries  wiiich  have 
free  zones  are  c<iuntries  which  depend  largely  on  foreign  countries  for  materials 
lor  manufacture  and  in  turn  depend  upon  foreign  countries  for  a  market  for  the 
things  which  are  manufactured.  On  the  other  hand,  the  United  States  is  por- 
trayed as  producing  the  bulk  of  its  materials  for  manufacturing  at  home,  and 
distril)iiting  the  bulk  of  its  output  at  home.  This  argument  ia  then  ti^  up 
directly  with  the  idea  that  it  is  the  development  of  a  manufacturing  indust^ 
withm  a  free  port  or  free  zone  that  is  the  important  tiling;  that  there  is  room  for 
the  development  of  this  hne  m  Europe;  but,  from  the  wide  difference  in  our 
position,  there  is  no  geographical  basis  for  such  develo|mient  here.  As  a  matter 
ot  tact,  in  some  of  the  European  free  ports  there  is  no  manufacturing— manu- 
facturing 18  not  allowed.  Further,  in  the  European  free  ports  where  manu- 
factunng  is  allowed,  it  is  only  in  a  comparatively  few  lines,  particularly  lines 
having  to  do  with  ship  s  supplies,  that  manufacturing  has  developed  on  a  scale 
u^^^-*®^^^^  Significance.  Copenhagen  has  had  a  free  port  for  25  vears  and 
wmie  Its  transshipment  and  consignment  business  and  the  manipulation  of  goods 
^\SbOT^       ^  dimenoons,  practicaUy  no  manufacturing  takes  place  in  the 

committeb's  view 

111  t^e  opinion  of  this  committee,  there  is  sHght  force  to  the  argument  about 

t^^^^J^ifffrence  between  geographical  and  economical  conditions  in  Europe  and 
in  the  United  States,  if  the  shipping  connections  of  the  ports  of  the  United  States 
with  foreign  countnes  are  increased  and  diversified  as  it  is  the  hope  of  American 
business  men  that  they  will  be.  To-day  we  get  rubber,  tin,  wool,  flax,  burlap, 
vegetable  oils,  hides,  and  skins,  and  a  wide  variety  of  other  products  in  trans- 
shipment from  British  and  continental  European  ports.  On  the  Pacific  coast 
we  bring  m  a  considerable  variety  of  merchandise  that  has  formed  t  ransshipment 
cargo  in  Singapore,  Manila,  Hongkong,  Shanghai,  Kobe,  Yokohama,  and  other 
oriental  i)orts.  If  we  had,  or  if  we  were  going  to  have,  no  great,  dependable, 
frequent  shipping  service  to  the  West  Indies  and  Latin  America,  to  the  Scandi- 
navian countries  and  to  other  parts  of  the  world  with  which,  possibly,  we  have 
had  inadequate  shipping  connections  in  the  past,  naturaUy  the  building  up  of  a 
greatly  increase  I  transshipment  business  might  be  regarded  as  out  of  the  question 
And  It  might  be  admitted  that  there  is  no  reason  for  the  widfloing  of  our  port 
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facilities  to  encourage  a  Une  of  business  that  has  grown  up  in  Europe,  where  con- 
ditions are 'different. 

To-dl^,  however,  we  have  a  foreign  trade  sentiment  in  the  United  States  and 
an  economic  position  in  the  world  which  impel  us  toward  the  extension  of  our 
foreign  trade.  We  have  the  material  for  the  vast  American  mercantile  marine, 
which  will  give  us  the  shipping  connections  between  various  American  ports  and 
all  the  important  ports  of  foreign  countries.  Our  exporters  and  importers  are 
determined  that  we  are  going  to  have  this  adequate  ocean-shipping  service,  and 
are  confident  that  we  shall  be  able  to  work  it  out  with  our  own  merchant  marine. 
It  is  stated  that  cargoes  coming  to  the  United  States  are  overwhelmingly  for 
domestic  distribution.  A  studv  of  our  inward  cargoes  shows,  as  indicated,  that 
we  have  been  forced  to  go  to  great  European  entrep6t  ports  and  get  merchandise 
that  has  been  transshipped  in  Europe  from  tropical  and  other  remote  points. 

This  committee  feels  that  with  the  development  of  our  foreign-trade  banking 
system  and  our  merchant  marine  connections  with  more  foreign  countries, 
American  trade  is  bound  to  develop  on  new  lines  to  meet  changed  conditions. 
We  are  already  a  creditor  nation  and  shall  undoubtedly  be  a  source  of  capital  for 
the  further  development  of  foreign  countries.  It  is  recognized  that  we  must 
import  more  goods.  Our  shipping  activities  have  increased  much  and  will  increase 
more.  We  are  building  up  insurance  facihties  for  foreign  business,  and  it  is 
undoubted  that  the  United  States  will  have  a  bigger  position,  a  greater  activity 
in  practicallv  all  lines,  of  international  business.  This  committee  recognizes 
that  certain 'geographical  and  economic  conditions  making  for  the  growth  of 
transshipment  business  in  European  ports  do  not  exist  here  but,  on  the  other  hand, 
is  convinced  that  from  shipping,  financing,  and  other  service  standpoints,  and 
from  a  mercantile  standpoint,  the  United  States  ports  do  possess  good  possi- 
bilities for  bringiiig  about  greatly  inereaeed  transshipment  trade. 


CONSIGNMENT  MARKETS 

Alongside  transshipment  trade,  the  other  chief  argument  for  the  free  port  or 
free  loiie  is  its  importance  in  building  up  a  broad  consignment  market,  that  is  a 
consignment  market  for  import  as  well  as  for  reexport.    In  the  free  ports  of  Euro- 

Sean  countries  having  protective  tariff  systems,  and  in  the  ports  of  free-trade 
Ingland,  extensive  cmudgnment  markets  have  grown  up.  Many  grades  of 
manv  commodities — raw  materials  and  semimanufactured  materials  for  use  in 
manufacturing,  as  well  as  finished  products — are  shipped  to  the  great  entrepot 
ports  in  quantities  large  enough  to  make  for  economical  ocean  shipment.  There 
the  manufacturers  and  merchants  of  the  country  and  buyers  from  foreign  countries 
go  and  buy  for  immediate  delivery,  in  the  quantities  desired  by  each  individual 
purchaser,  grades  of  merchandise  which  are  known  from  actual  display.  Auctions 
in  consignment  markets  lead  to  advantageous  purchasing.  Grades  and  com- 
modities found  not  to  be  suitable  for  the  trade  of  the  domestic  market  can  be 
reexported  without  seriously  hampering  customs  formalities. 

In  the  United  States  we  "have  a  high  protective  tariff  bearing  on  a  wide  range 
of  raw  materials  and  semimanufactured  materials  for  further  use  in  manufac- 
turing. In  1920  the  total  dutiable  imports  of  raw  and  semimanufactured  mate- 
rials including  foodstuffs  greatly  exceeded  $1,000,000,000.  On  manufactured 
products,  our  manufacturers  and  merchants  do  not  have  the  advantages  of  a 
consignment  market.  Our  system  of  bonded  warehouses  has  imposed  certain 
handicaps  on  this  class  of  business.  The  American  manufacturer  or  merchant 
to-day  has  to  negotiate  at  long  range,  often  through  foreign  middlemen,  for 
comparativelv  large  quantities  of  dutiable  merchandise.  With  free  zones  in  the 
United  States,  where  a  broad  consignment  market  could  be  built  up,  the  Ameri- 
can business  men  would  have  the  advantages  which  European  business^  men 
have,  of  negotiating  in  the  ports  of  their  home  country  for  quick  delivery  of 
merchandise  in  amounts  immediately  desired  and  grades  known  by  inspection. 
The  American  manufacturers  would  benefit  by  having  stocks  of  dutiable  sup- 
pUes  readily  accessible  and  could  buy  in  quantities  as  needed  without  tying  up 
the  large  sums  of  money  now  tied  up  in  carrying  comparatively  large  stocks,  by 
reason  of  the  nonexistence  of  the  facilities  of  a  consignment  market  in  the  United 
States.  As  a  diversified  entrepot  and  consignment  business  grows  up  in  the 
United  States  it  would  direct  to  our  markets  a  great  many  Latin  American  and 
other  buyers  from  abroad,  who  now  do  their  buying  in  the  established  consign- 
ment markets  in  European  centers. 

This  committee  believes  that  this  matter  of  the  facilities  of  free  zones  in  giving 
the  United  States  broad  consignment  markets  for  dutiable  goods  from  abroad 
is  a  valid  and  forceful  argument  in  favor  of  the  establishment  of  free  zones. 
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BONDED  WAREHOUSE  AND  DBAWBACK  SYSTEMS 

Some  opponents  of  free  zones  dismiss  the  subject  summarily  as  being  unnec- 
essary because  we  have  a  rather  well-rounded-out  bonded  warehouse  system, 
and  a  workable  drawback  system.  There  are  some  very  important  advantages, 
however,  which  free  acnes  possess  over  any  systems  d  bonded  warehouses  and 
drawbacks.  One  of  the  big  advantages  which  all  observers  have  pointed  out 
in  connection  with  the  free  zones  of  Europe  is  the  cutting  down  of  customs 
formalities  in  connection  with  vessels  bringing  in  merchandise  intended  for  pos- 
iible  ^snsshipment.  Vessels  coming  to  the  free  ports  are  free  from  practically 
all  customs  formalizes.  They  discharge  and  take  on  cargo,  come  m  and  go 
out,  with  the  red  tape  of  customs  inspection  practically  eliminated.  This  ad- 
vantage, which  speeds  up  shipping  turnaround  and  leads  to  distinct  economies, 
has  made  a  certain  scattered  appeal  even  in  England,  for  although  there  are  few 
customs  duties  in  England  and  customs  formalities  on  shipping  have  been 
reduced  to  a  minimum  to  encourage  shipping,  each  vessel's  cargo  is  subject  to 
full  customs  formaUties  in  order  adequately  to  protect  the  British  levenue  on 
such  merehandisQ  as  is  dutiable. 

DISADVANTACnW  OF  BOKDSD  WAWBBOUSm 

These  who  stand  up  for.  the  bonded  wav^ouse  and  drawback  and  oppose  free 
sones  point  to  the  possibaity  of  manufacturing  in  bonded  warehouses  in  the 
United  States.  As  a  matter  of  fact,  manufacturing  does  not  thrive  in  bonded 
warehouses.  The  customs  formalities,  which  our  customs  oflBcials  declare  have 
been  reduced  to  a  minimum,  exerdse  a  hampering  c^eet  which  can  not  be  over- 
come. Too  much  emphasis  has  been  laid,  in  discussing  free  ports  and  free  zones, 
on  the  question  of  manufacturing.  Manufacturing  is  not  the  big  thing;  trans- 
shipment and  consignment  trade  are  the  strongest  reasons  for  free  zones.  In  the 
legislation  proposed  in  recent  sessions  of  Congress  authorization  for  manufacturing 
IS  not  earned,  and  in  comparison  with  the  other  advantages  conferred  by  a  free 
zone,  that  omission,  so  far  as  most  ports  are  concerned,  might  not  prove  serious. 
At  the  same  time,  the  subject  is  of  some  importance  and  deserves  consideration. 
Under  our  bonded  warehouse  system,  as  a  general  rule,  articles  fuUv  manufac- 
tured in  bond  are  not  allowed  to  be  brought  into  the  domestic  market.  *  Cigars  toe 
a  notable  exception  to  the  rule.  For  most  products  manufactured  in  bond,  only 
the  by-products — grain  hulls,  for  example — may  be  brought  into  the  domestic 
market. 

The  bonded  warehouse  may  not  be  used  for  repacking  or  otherwise  manipulating 
or  processing  general  merchandise,  except,  when  necessary  to  prevent  deteriora- 
tion of  the  merchandise.  The  display  of  merchandise  for  sale  in  bonded  ware- 
houses is  not  allowed.  Opponents  of  the  free-zone  idea  contend  that  the  bonded 
warehouse  regulations  of  the  United  States  could  be  amended  to  get  away  from 
these  existing  disadvantages.  There  still  remain  decided  disadvantages  to  the 
bonded  warehouse,  however.  In  bonded  warehouses  merchandise  has  to  be 
entered,  examined,  assessed,  and  entry  liquidated;  credit  is  given  against  the 
warehouse  entry  as  the  merchandise  is  withdrawn  and  duty  aokially  paid,  in  ttie 
case  of  imports  coming  out  of  the  warehouse  for  consumption  in  the  domestic 
market.  Similarly,  credits  are  given  against  the  warehouse  entry  on  goods  re- 
exported from  bonded  warehouses.  If  merchandise  is  transferred  froai  one  bonded 
warehouse  to  another  there  are  furth^  custom s  formalities.  The  expenses  in  con- 
nection with  customs  storekeepers  and  especially  the  red  tape  in  connection  with 
the  inspection,  supervision  and  recording  of  bonded  merchandise,  its  movements 
to  and  ttom  bonded  wwehouses,  all  have  a  deadening  effect.  In  addition,  there 
is  the  expMise  of      bond  for  paymoit  of  douUe  the  Amount  of  the  daUm, 

DIFFICULTISS  IN  USE  OF  DSAWBAOK 

In  order  to  overcome  the  disadvantages  of  manufacturing  in  bonded  ware- 
houses, some  of  our  export  manufacturers  who  are  dependent  upon  dutiable 
supplies  from  abroad  use  the  drawback  system.  Customs  duties  on  imported 
mipi^es  are  paid.  When  the  export  merchandise  containing  the  imported 
dutiable  supplies  is  exported  from  the  United  States  the  manufaoturer  ean 
obtain  a  refund  of  the  amount  of  duties  paid,  with  the  exception  of  a  customs  • 
charge  of  1  per  cent.  Whereas,  in  the  case  of  bonded  warehouses,  the  manu- 
faeturer  has  to  pay  only  the  amount  of  the  bond  for  double  the  duties  and  the 
liaises  f iHT  euatoBMi  tUmkeeptn  and  olher  incidental  ehaqfea,  the  manufacturer 
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relying  on  drawback  suffers  the  loss  of  the  interest  on  the  amount  of  customs 

duties  actually  paid  when  the  merchandise  was  brought  in.  In  addition  to  the 
costs  of  this  operation  of  drawback,  there  are  again  the  burdens  of  customs  red 
tape  in  properly  identifying  the  merchandise,  proving  the  amounts  of  dutiable 
imported  materials  covered  in  the  export  shipments,  and  other  vexatious  delays 
in  getting  the  refund  of  drawback. 

For  the  10-year  period  1911-1920  customs  statistics  showed  an  average  of 
over  $99,500,000  of  dutiable  merchandise  remaining  in  bonded  warehouses  at 
the  end  of  each  calendar  year.  Over  approximately  this  same  period,  our  cutf- 
t<Hnhouses  paid  out  drawback  on  merchandise  used  in  the  manufacture  of  articles 
exported  from  the  United  States  an  average  of  close  to  $8,500,000.  These 
figures  are  some  indication  of  the  extent  of  the  transactions  carried  on,  even 
under  our  present  system.  It  is  admitted  that  even  with  the  estalidishment  of 
free  zones  there  would  still  be  a  demand  for  the  continuance  of  a  drawback 
system  and  the  continuance  of  certain  bonded  warehouses  for  the  convenience  of 
certain  lines  of  trade.  On  the  other  hand,  the  free  zone  offers  a  stimulating 
freedom  from  numerous  administrative  requirements  in  connection  with  saeh 
industries  and  lines  im^  as  do  poaiess  peeuUar  adaptalnlity  for  this  type  of 
trade. 

MANUFACTUBING  IN  FWiB  ZONES 

The  subject  of  manufacturing  in  free  ports  or  free  zones,  already  referred  to, 
gives  rise  to  various  lines  of  attack  on  the  part  of  opponents  of  the  free-zone  sys- 
tem. One  manufacturer,  in  testifying  at  a  Government  hearing,  stated  that  he 
was  opposed  to  free  zones  because  they  are  primarily  of  benefit  to  commerce  and 
not  iMrknarily  of  benefit  to  industry.  It  is  stated  that  within  the  necessary 
limited  area  of  free  zones  it  is  unthinkable  that  large-scale  and  greatly  varied 
manufacturing  industry  can  be  built  up.  It  is  further  stated  that  the  history  of 
Hamburg,  the  most  notable  of  the  European  free  ports  in  which  manufacturing 
is  permitted,  shows  that  big  manufacturing  growth  can  not  be  expected  in  a  free 
zone;  it  is  the  ship-repair  industries,  the  ship-supply  industries  and  a  limited 
number  of  exclusively  export  industries  that  have  prospered  in  the  free  zones; 
that  the  industrial  developpaent  within  the  free  zone  is  not  comparable  with  that 
outside  the  free  zone.  There  is  an  obvious  disadvantage  to  manufacturing 
within  a  free  zone  any  dutiable  article  for  sale  within  the  domestic  market.  The 
industry  in  the  free  zone  must  pay  the  customs  duty  on  the  finished  product, 
whereas  the  manufacturer  within  the  country  outside  the  stockade  of  the  free 
zone  pays  customs  duty  only  on  such  dutiable  materials  as  may  be  imported. 
The  manufacture  within  a  free  zone  has,  therefore,  a  real  handicap  in  case  he 
has  to  dispose  of  any  of  his  output  within  the  country.  It  has,  however,  been 
pointed  out  that  the  manufacturer  within  the  free  zone  has  distinct  advantages 
over  the  manufacturer  outside  the  free  zone  in  the  same  country,  so  far  as  export 
trade  is  concerned. 

There  is  no  particular  dispute  as  to  the  facts  of  most  of  these  contentions.  The 
members  of  this  committee  believe  that  the  commerce  of  the  United  States 
should  be  encouraged,  as  well  as  the  industry  of  the  United  States.  It  is  believed 
that  the  United  States  generally  will  benefit  by  handling  a  large  share  of  the 
world's  business,  getting  the  profits  from  shipping,  warehousing,  financing 
insuring,  and  rendering  other  services  in  connection  with  the  transshipment  trade. 
It  is  believed  that  the  American  manufacturer  will  benefit  directly  from  the 
advantages  of  this  transshipment  business  and  the  establishment  of  a  broad 
consignment  market  through  which  he  can  get  his  needed  dutiable  supplies 
from  abroad.  It  is  admitted  that  no  marvelous  development  of  manufacturing 
industries  in  the  free  zones  may  be  expected.  It  is  felt  that  certain  export 
indushies,  now  conducted  with  difficulty  in  bonded  manufacturing  warehouses 
and  with  the  aid  of  drawback,  will  be  stimulated  and  built  up  if  the  facilities  for 
conducting  such  industries  in  free  zones  are  made  available  to  American  manu- 
facturers. This  conunittee  sees  no  force  to  the  argument  that  a  manufacturer 
operating  within  a  free  zone  will  have  an  advantage  over  the  manufacturer 
making  goods  for  export  outside  the  free-zone  stockade.  It  is  to  be  expected  that 
the  manufacturers  who  will  manufacture  within  the  free  zone  will  be  chiefly 
Americans.  If  an  American  manufacturer  has  a  suflScient  volume  of  business  to 
justify  the  establishment  of  a  factory  working  exclusively  for  export  within  a 
tree  zone  and  is  thereby  enabled  to  get  more  nearly  on  a  parity  with  competing 
manufacturers  in  foreign  oonntries,  American  industry  will  receive  the  l>enefit. 
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free  zones  to  vessels  operating  in  the  transshipment  trade 
^i^r'^vJi'  •  ^P?^?^*«  ^ones  have  argued  that  since  a  large 

Sfi^Hnff  importations  are  of  miscellaneous  ofiaraoter  and  for  general 

^^^^  Lfl'Z^ilLl''  T'^^h  cargo  would 

51  ♦K?'  regular  terminals  and  any  portion  of  the  cargo  intended 

for  the  free  wne  would  have  to  be  transported  fJom  such  a  terminal  to  the  free 
zone.  From  a  shipping  standpoint,  however,  this  committee  sees  no  reason  why 
It  would  not  be  feasible  for  any  such  cargo,  intended  for  storing  in  the  free  zone 
or  for  transshipment  through  the  free  zone,  to  be  lightered  to  the  free  ^ne  as 
possible  conngnment  cargo  or  transshipment  cargo,  with  as  little  effort  or  ex- 
pense as  would  be  required  for  lighterage  to  any  otL^r  point  for  transhipment  or 
itiiJ»o?r^**'''J?J^i'^i''^^'^  warehouses,  in  the  case  of  merchandise  which  might 
SS^Mw-P^"^  find  Its  way  into  the  domestic  market,  but  which  it  is  not  defir- 
S^^oHiof  of  discharge  f imn  the  vessel  to  put  through  the  customs  for 

Tan!  *  ^'^^  ^>ring  into  oSr  ports  at  present 

whole  cargoes  of  single  commodities -oil,  coffee,  fruits,  nitrates.^s^ar, 
SW*.  ?+^?;o!«Low\''"Lfi!£PiS^^  shipping  connections  im- 

m^?J^P  vi  *®  ^  «n?<»t  <J»at  we  Bhall  do  more  such  business.    This  com- 

Z  ?Tn^f!.H  of^*  ''•n^'^''^'^!?^  ^^^"^  ^  ^"^^  commodities  wiU  ineiease  and  that 
if  mV. 'ffi  "^'^  "^^P.^""^        "P^"  obtaining  such  commodities  as  a  part 

k"^'5®''"^  cargoes  from  the  entrep6t  ports  of  Europe,  and  will  itself 
estabhsh  a  larger  transshipment  market  in  American  ports.  ^In  the  op  uion  of 
this  committee,  free  zones  are  feasible  and  desirable  from  a  shipping  stiLdpoint 
not  only  in  view  of  the  actual  extent  of  single-commodity  cargoes,  but  with  regard 
i^i^^'^r.^'^K^^'^.^H;'^  ^'^^  such  portionsof  miscellan^JiI 

"tS^Fm  1^  ""^'^^^  completely  discharging  at  terminals 

PORT  ADMINISTRATION 

faiffi«^'*^  TSi^^^^il^^T^^^i'  ^^^""V^  f,"  ^^^'^^"^  ^^^^^  P«^*  ^'^d  terminal 
faciMtiee.    The  free-sone  system  lends  itself  to  the  building  up  of  an  adequate 

3?""  to  ^eet  the  needs  of  a  transshipmSnt^and  con^gnment 

«Vn^or.i  f  J""^^  ''''  prospects  and  growth  of  greater  transshipment  and  con- 
rS^I  La'^^  ^T^'^^^  construction  of  better  port  and  terminal  facihties. 
m^fride  discharging  of  vessels  are  features  of  a  successful  transship- 

fn7fhlT''li''''     \  ^T-  ^"""^  l^resupposes  the  inclusion  of  an  area  large  enough 

the  «^lSo,f  o/«i5  ^r^l^'  ^       '"'^y  «^        construction  and  in 

the  adaptation  of  existing  facihties  for  the  trade  of  a  free  zone.    Bv  careful  olan- 

the^.nnrr"r ^'^^  ^^P^^^  Port  and  termini  equ  p^^^^^^ 

the  coordination  of  the  movement  of  merchandise  through  terminals  to  and  from 
vessels  and  to  and  from  railroads  can  be  insured 

hP^H^iSfh  ^fiS*  ^^t^^riti^fithe  incorporation  of  an  adequate  free  zone  can 
be  made  with  relatively  httle  difficulty  as  an  integral  part  of  any  general  plan  of 

IZLur^T^''^  ''T'^  1,*^"  P°^*«  United  States.  TL^f^^e-IoSe 

itXP^^^t  '^^^^        ^  ^^^^^  P^^'tJ  the  free  sones  in  many  EuropSJn 

pma  operate  with  only  a  few  acres  of  land. 

CUSTOMS  ADMINISTRATION 

Hoi^fTw^*?^®''^*'''?.^  officials  see  no  substantial  administrative  difficulties  inci- 
ita}!:  Jr  .  creation  and  operation  of  free  zones  in  connection  with  United 
States  ports.  Assuming  that  merchandise  withdrawn  from  a  free  zone  for  do- 
mestic consumption  would  pay  duty  on  a  basis  of  its  condition  when  passing  the 
SJft'^i^Sh wk'  '^^^  regardless  of  what  may  have^lSppened 

J?^"  t*'^^^  the  way  of  manufacturing,  repacking,  etc.,  the  only 

new  administrative  question  raised  is,  On  what  basis  of  fidr  mafket  value  shaU 

fh.'vfi''''"^  f^^T  ^-^  ^"^^  imported  merchandise  pa Js  duty  ^ 

Jl  i^Tll lu^  u i^^i^t  value  in  the  country  of  origin.  It  has  been  suT 
f  hrl?,lh  f  ^  Sf  ^""^  merchandise  moving  into  the  United  Statis 
through  a  free  zone  after  processing  might  be  the  prevailing  fair  market  value 
Im^^^ffn ''''V?^-  1^"^^^."  c«""tries  from  which  similar  merchandise  customarily 
imported  If -American  valuation"  should  be  adopted,  the  question  no  longer 
tS^ti  J^'''^^  States  cusiMns  officials  have  expressed  the  belief  that  this  aS- 
istrative  question  oould  easfly  and  equitaUy  be  determined  properly  to  conf oim 
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with  whatever  valuation  system  Congress  may  decide  to  adopt  for  the  country, 
and  adequately  to  safeguard  the  revenue  of  the  United  States  and  assure  the 
full  measure  of  tariff  protection  carried  in  the  United  States  tariff  for  the  benefit 
of  American  manufacturers.  . 

Customs  officials  see  no  chances  of  increased  smuggling,  and  statistics  from 
countries  where  free  zones  exist  g^ve  no  reason  to  believe  that  free  zones  would 
lend  themselves  to  smuggling  or  any  other  manner  of  evasion  of  the  payment  of 
full  American  customs  duties.  There  is  always  some  smuggling  in  American 
ports  and  on  the  Mexican  and  Canadian  frontiers.  On  these  frontiers  we  have 
onlv  one  customs  man  to  each  five  miles.  Experience  abroad  leads  to  the  belief 
that  it  is  actually  harder  to  get  merchandise  out  of  a  stockade  than  off  the  wharves. 

Customs  formalities  would  be  simplified  by  having  the  merchandise  withdrawn 
for  domestic  consumption  passed  through  a  central  customs  point  at  the  barriw 
of  the  free  zone  instead  of  requiring  the  present  burdensome  individual  customs 
attention  to  each  ship  on  the  arrival  of  vessels  at  the  piers.  The  relative  advan- 
tages from  an  administrative  standpoint  of  free  zones,  compared  to  the  bonded 
warehouse  system  have  been  considered  by  the  Treasury  D^artment  and  there: 
seems,  from  a  customs  standpoint,  no  object  in  urging  the  use  and  development  of 
bonded  warehouses  in  preference  to  free  zones.  As  a  matter  of  fact,  both  on  the 
customs  formalities  incidental  to  vessel  arrivals  and  the  customs  formalities  in 
connection  with  bonded  warehouses,  it  is  anticipated  that  the  establishment  of 
free  zones  would  result  in  a  decided  reduction  of  the  work  of  the  customs  service 
and  a  consequent  saving  in  administrative  expense. 

RELATION  TO  A  PROTECTIVE  TARIFF 

The  committee  considers  that  the  argument  that  a  system  of  free  ports  or  free 
zones  diminishes  protection  of  the  domestic  market  by  a  tariff,  or  is  the  first  step 
toward  "free  trade,"  is  based  on  a  false  construction  of  the  word  "free."  In 
reality,  the  free  zone  permits  of  the  highest  degree  of  protection  of  the  domestic 
market,  without  sacrificing  the  development  of  the  transshipment  trade  and  of  a 
wide  consignment  market.  Addressing  the  Committee  on  Commerce  of  the 
United  States  Senate  in  October,  1918,  Secretary  of  Commerce  William  G. 
Redfield  said: 

"Tliere  seems  to  be  a  lingering  impression  in  the  minds  of  some  jjcrsons  that  a 
foreign-trade  zone  has  something  to  do  with  free  trade.  I  wish,  therefore,  to 
repeat  here  that  a  free  zone,  or  a  foreign-trade  zone,  is  a  normal  accompaniment 
of  a  so-called  'protection  policy.'  There  is  no  occasion  for  a  foreign  trade  zone 
in  a  free-trade  country.  The  tariff  status  quo  of  the  United  States  is  maintained 
in  principle  and  in  fact  by  the  provision  of  bill  S.  3170." 

Likewise  the  argument  has  been  made  that  free  zones  have  a  tendency  to  be- 
come dumping  zones.  Free  zones  do  not  alter  customs  rates  or  general  customs 
tariff  policy.  The  tariff  affords  adequate  means  for  pmtecting,  through  regular 
customs  duties  and  anti-dumping  clauses,  against  dumping.  Bonded  ware- 
houses are  as  open  to  any  argument  of  lending  themselves  to  dumping  as  would 
be  free  zones. 

Another  opponent  of  free  zones  has  referred  to  them  as  "foreign  islands  in 
United  States  territory."  Economic  invasion  of  the  United  States  through  free 
zones  has  been  referred  to.  They  are  not  foreign  islands,  but  domestic  places 
where  American  shipowners,  merchants,  and  middlemen  may  carry  on  a  line  of 
activities  for  the  benefit  of  American  business.  The  argument  against  free  zones 
has  been  made  that  foreigners  will  reap  the  benefits;  that  foreign  sliipping  com- 
panies will  benefit  from  a  share  in  the  transshipment  business;  that  foreign  manu- 
facturers and  merehants  will  get  business  away  from  American  mani^acturers 
and  merchants  by  having  stocks  available  in  the  American  ports.  The  commit- 
tee would  not  favor  any  attempt  to  restrict  the  ordinary  commercial  ii.se  of  estab- 
lished free  zones  in  American  ports  to  Americans,  barring  out  foreigners.  It 
is  a  matter  of  fact  that  the  merehant  vessels  of  a  country  use  the  ports  of  the  home 
country  more  than  they  use  foreign  ports.  The  committee  sees  no  reason  to  be- 
lieve that  Americans  would  not  be  the  ones  to  develop  the  warehou.sing  and  trans- 
shipment and  consignment  trade  in  free  zones  of  United  States  ports.  Exper- 
ience in  free  ports  and  free  zones  in  foreign  countries  where,  no  restrictions  are 
placed  on  the  nationality  of  persons  and  companies  operating,  gives  no  reason 
to  believe  that  American  free  zones  would  fall  under  the  domination  of  the 
citizens  or  subjects  of  foreign  countries. 


LBQAUTT 

Borne  opponents  of  free  zones  in  the  United  States  have  contended  that  the 
establishment  of  such  zones  would  be  unconstitutional  in  view  of  Article  I,  sec- 
tion 9,  clause  6,  of  the  Federal  Constitution,  which  provides  in  part  as  follows: 
"No  preference  shall  be  given  by  any  regulation  of  commerce  or  revenue  to  the 
ports  of  one  State  over  those  of  another    ♦  * 

In  the  official  hearings,  considerable  legal  opinion  bearing  upon  this  point  was 
introduced.  From  Pennsylvania  v.  WheeHng  and  Belmont  Bridge  Co.  (18  How., 
421,^  433,  435),  considered  as  a  leading  case  on  the  construction  of  clause  6  in 
section  9  of  Article  I  of  the  Constitution,  the  opinion  of  Mr.  Justice  Nelson  is 
quoted  as  follows: 

"It  is  a  mistake  to  assume  that  Congress  is  forbidden  to  give  a  preference  to 
a  port  in  one  State  over  a  port  in  another.  Such  preference  is  given  in  every 
instance  when  it  makes  a  port  in  one  State  a  port  of  entry  and  refuses  to  make 
another  port  in  another  State  a  port  of  entry.  No  greater  preference  in  one  sense 
emn  be  more  directly  given  than  in  this  way,  and  yet  the  power  of  Congress  to 
give  such  preference  has  never  been  questioned.  Nor  can  it  be,  without  asserting 
that  the  moment  Congress  makes  a  port  in  one  State  a  port  of  entry  it  is  bound 
at  the  same  time  to  make  all  other  porta  in  all  other  States  ports  of  entry." 

The  applicability  of  this  Une  of  reasoning  to  the  authorization  of  the  establish- 
ment of  free  zones  in  certain  ports  of  the  United  States  without  therebv  making 
it  necessary  to  authorize  the  establishment  of  free  zones  in  all  ports  of  the  United 
States,  is  convincing.  Without  further  going  into  the  law  on  Article  I,  section  9, 
clause  6,  the  committee  is  persuaded  that  the  constitutionality  of  free  zones  in 
ports  of  the  United  States,  so  far  as  this  clause  is  concerned,  is  not  open  to  serious 
question. 

COnCLVBlOff 

In  conclusion,  this  committee  of  the  Chamber  of  Commerce  of  the  United  States 
believes  that  permissive  legi8kiti<Mi  should  be  passed  authorizing  the  establish- 
ment by  local  bodies  at  their  own  expense,  under  approved  Federal  regulation,  of 
free  zones  in  the  ports  of  the  United  States.    It  is  believed  that  a  free  zone  is  a 

gart  of  the  equipment  of  a  country  for  doing  a  diversified  international  trading 
usiness  which  American  business  men  ought  to  have  made  available  to  them. 
It  is  believed  that  with  free  zones  in  American  ports  the  America  merchant  marine 
will  benefit  from  an  increased  share  in  the  carrying  trade  of  the  world;  that 
American  merchants  and  manufacturers  will  benefit  in  a  variety  of  ways  from  the 
advantages  of  a  wide  American  consignment  market  for  foreign  products;  that 
the  free  zones  will  bring  needed  improvements  to  American  port  and  temdnal 
facilities;  that  free  zones  will  bring  added  business  in  American  banks,  insurance 
companies,  freight  forwarders  and  warehousemen;  that  free  zones  will  bring  about 
a  vast  improvCToent  of  the  type  of  facilities  provided  at  present  only  by  bonded 
warehouses  and  drawback,  together  with  a  simplification  and  saving  in  the  work 
of  customs  administration.  The  United  States,  with  its  new  merchant  marine, 
its  expanded  equipment  for  foreign  banking,  foreign  merchandising  and  marine 
insurance,  occupies  a  new  place  in  the  trade  of  the  world.  The  establishment  of 
free  zones  will  be  a  step  forward  in  improving  our  material  equipment  for  building 
up  our  international  trade. 

The  committee  desires  to  express  its  appreciation  of  the  heartv  cooperation  and 
advice  of  Dr.  Roy  S.  MacElwee  former  Director  of  the  Bureau  of  Foreign  and 
Domestic  Commerce,  and  of  Mr.  George  W.  Ashworth,  of  the  division  of  customs, 
Treasiiry  Department,  in  considering  th«  various  amcts  of  the  subjeet  of  free 
zones  in  ports  of  the  United  States. 

naembers  of  the  Committee:  Messrs.  Winston  D.  Adams,  E.  L.  Bogart 
Wilham  C.  Breed,  W.  Irvin  BuUard,  Edwin  J.  Clapp,  P.  H.  Farwell,  J.  D.  Lowma^ 
Austin  McLanahan,  Frank  C.  Munson,  and  George  Ed.  Smith. 

In  submitting  this  report  it  should  be  mentioned  that  Mr.  Frank  C.  Munson 
a  meinber  of  the  committee,  did  not  concur  in  this  report  of  the  majority  of  the 
emnmittee. 

Special  Committee  on  Free  Zones, 
By  Austin  McLanahan,  Chairman, 
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STATEMENT  OF  EDWARD  L.  BACKER,  MANAGER  FOREIGN 
COMMERCE  DEPARTMENT,  UNITED  STATES  CHAMBER  OF 
COMMERCE 

Mr.  Bacher.  Mr.  Chairmaii,  I  believe  at  the  present  time  Cuban 
sugar  ean  come  in  imder  drawback  and  under  the  manufacturing 
warehouse  system,  and  a  product  manufactured  from  that  can  be 
exported,  to  that  extent  you  have  such  a  situation  at  the  present  time. 
Under  the  provisioiis  of  the  bill  that  would  be  facilitated;  and  to  the 
extent  that  you  have  that  furtiier  facilitated  you  would  get  an 
advantage. 

Mr.  Watson.  If  125,000,000  pounds  of  sugar  comes  in  from  Cuba 
and  no  duty  is  paid,  and  it  is  processed  and  is  imported,  is  not  that  a 
differential  in  favor  of  foreign  sugar  as  against  the  domestic  sugar? 

Mr.  Bacher.  But  you  have  that  right  in  the  bonded  warehouse 
and  drawback. 

Mr.  Watson.  But  that  sugar  remains  in  this  coimtry,  and  you 
have  to  pay  for  it.    I  am  talking  about  importing  it  with  no  duty. 

Mr.  Backer.  I  am  spealdng  about  the  exportation  of  sugar  from 
bonded  warehouses. 

Mr.  Watson.  1  am  asking  you  to  answer  my  question  yes  or  no,, 
whether  that  is  not  a  differential  in  favor  of  the  Cuban  sugar  & 
against  the  sugarerown  in  America. 

Mr.  Backer.  Yes;  it  is  a  differential. 

Mr.  McCormack.  In  what  way?  The  only  differential  I  can  see- 
is  that  if  this  foreign  sugar  came  into  a  free  port  for  reexport,  they 
would  not  have  to  pay  the  1  per  cent.  The  advantage  they  woiud  get 
would  be  in  not  having  to  pay  the  one  per  cent. 

Mr.  Backer.  Or  the  interest. 

Mr.  McCormack.  If  foreign  sugar  came  into  this  country  and  went 
to  a  refinery  not  located  in  a  free  port,  and  has  a  differential  or  1  per 
cent,  what  further  differential  exists,  if  any? 

Mr.  Backer.  I  think  Mr.  Watson  is  thinking  in  terms  of  the 
domestic  sugar  refined  and  exported  in  comparison  with  foreign  sugar 
which  is  refined  and  exported.  To  that  extent  you  are  affecting 
domestic  sugar.  If  you  bring  in  foreign  sugar,  whether  it  is  in  a 
bonded  warehouse  or  brought  into  a  free  port,  to  the  extent  that 
you  have  facihtated  that  operation  I  presume  it  would  be  an  ad- 
vantage in  favor  of  foreign  sugar. 

Mr.  Vinson.  Woidd  it  be  any  added  advantage? 

Mr.  Bachbr.  The  only  added  advantage  would  be  that  you  elimi- 
nate the  1  per  cent^  and  vou  eliminate  the  interest  chaise  on  the  duty 
paid,  during  the  tmie  the  sugar  is  processing  through  drawback  or 
the  bonded  warehouse. 

Mr.  Vinson.  Might  you  not  have  azt  added  amount  of  Cubaa 
suear  under  the  proposed  plan? 

Mr.  Bacher.  Thatis  quite  possiblei  to  the  extent  that  you  facihtate 
that  operation. 

I  might  say,  however,  that  in  the  free  port  development  in  Europe, 
manufacturing  has  been  a  \ery  minor  part  of  that  development,, 
and  our  committee,  in  considering  the  question  of  manufacturing, 
in  the  report  that  has  been  submitted  have  definitely  said  they  have 
no  serious  objection  to  omitting  the  manufacturing  angle  from  the 
proposition.    Most  of  the  manufacturing  in  the  free  ports  in  Europe 
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has  been  manufacturing  of  ship's  stores  and  other  articles  necessary  to 
supply  vessels.    There  has  not  been  any  great  development  of  the 

manufacturing  business  in  the  free  zones. 

Mr.  Crowther.  Do  you  know  how  many  types  of  bonded  ware- 
houses we  have  now?    Do  we  have  bonded  manufac  turing  warehouses? 

Mr.  Backer.  We  have  bonded  manufacturing  warehouses  and 
we  have  other  warehouses  in  which  a  certain  amount  of  rehandhng 
is  permitted,  and  other  warehouses  where  goods  are  put  in  storage 
and  held  awaiting  the  eventual  liquidation  of  duties. 

Mr.  Watson.  Under  the  present  law  we  do  have  bonded  manu- 
facturing warehouses? 

Mr.  Backer.  Yes. 

Mr.  Watson.  Under  the  control  of  the  Grovenmient? 
Mr.  BiicHER.  Yes. 

Mr.  Watson.  Then  the  Government  is  in  business? 
Mr.  Bacher.  That  is  supervision. 

Mr.  Watson.  They  get  unports  of  merchandise  free  of  duty^  and 
•can  export  it  free  of  duty.    They  are  in  business  against  private 

industry,  it  seems  to  me. 

Mr.  CuLLEN.  To  a  certain  extent.  It  is  in  the  appraisers'  stores. 

Mr.  Bacher.  The  purpose  of  putting  merchandise  m  the  appraisers' 
stores  primarily  is  to  determine  its  value.  The  purpose  of  putting  it 
in  the  warehouse  is  to  bring  the  merchandise  in  and  await  a  more 
favorable  market.  The  bonded  warehouse  protects  the  Government 
against  the  entry  of  that  merchandise  before  duty  is  paid. 

However,  in  those  operations,  you  would  probably  want  to  bring 
in  consignment  merchandise  and  hold  it  imtil  you  could  split  it  up 
for  individual  buyers  and  put  it  in  international  trade. 

Mr.  CuLLEN.  Or  until  it  is  withdrawn  by  exporters  and  importers 
as  complete  shipments. 

Mr.  Bacher.  Oiu*  exporters  export  merchandise  in  shiploads^  in 
large  consignments  possibly  to  Copenhagen  let  us  say,  and  there  it  is 
held  unUi  it  is  split  up  to  go  to  other  ports  in  the  adjacent  area,  and 
that  same  facility  would  be  afforded  here. 

Mr.  Watson.  Of  course,  the  philosophy  of  drawbacks  was  to  give 
employment,  to  import  wheat  from  Canada  and  then  process  it  and 
export  it. 

Mr.  Bacher.  But  I  say  that  you  would  also  have  additional  em- 
ployment imder  manufacturing  within  a  free  zone.  You  would  still 
have  provision  of  additional  employment  of  American  workers  under 
a  free  zone,  because  the  workers  would  come  from  protected  customs 
territory  to  carry  on  that  work. 

Mr.  McCoRMACK.  Have  you  given  consideration  to  financing  the 
free  zones? 

Mr.  Backer.  No;  we  did  not  give  that  consideration  in  the 

<jommittee. 

Mr.  McCoRMACK.  Do  you  think  it  should  be  limited  in  that  re- 
spect? 

'  Mr.  Backer.  No  ;  my  own  views  are  that  there  should  be  freedom 
in  that  respect.  Of  course,  in  the  national  chamber  we  are  not  very 
much  in  favor  of  an^  extension  of  the  Government  in  business. 
There  should  be  a  linutation  of  government  in  buibiness. 
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Mr.  McCoRMACK.  Do  you  not  think  that  business  men,  if  they  did 
that,  would  be  better  equipped  to  understand  the  advisability  of  having 
a  free  port  within  a  port? 

Mr.  Bacher.  I  should  think  they  would. 

Mr.  McCoRMACK.  Do  you  not  think  they  would  take  more  interest 
in  it  if  they  had  tiieir  money  invested,  if  fliey  are  interested  enough 
to  make  a  capital  investment? 

Mr.  Backer.  My  own  views  would  be  that  you  would  probably 
get  more  of  a  business  judgment  upon  a  problem  of  that  sort  from 
business  men  who  had  to  make  a  profit  out  of  the  undertaking.  But 
to  keep  the  charges  from  getting  too  high  you  would  have  to  have 
some  type  of  regulation. 

Mr.  McCoRMACK.  Of  course,  there  would  be  governmental  regula- 
tions to  protect  the  Government  and  the  people  in  general. 

Mr.  Bacher.  Quite  so. 

Mr.  Vinson.  Have  you  given  any  consideration  to  section  2  of 
H.  R.  4726? 

Mr.  Backer.  I  am  sorry  I  have  not  read  those  bills  in  great  detail. 

Mr.  Vinson.  Do  I  understand  that  you  are  indorsing  the  added 
rights  conferred  under  section  2  to  the  rights  given  under  the  tarffi 
act  of  1930? 

Mr.  Bacher.  We  are  indorsing  free  zones  as  facilitating  the  trans- 
shipment trade  and  the  consignment  trade. 

Mr.  Vinson.  What  would  happen  in  the  free  zone  you  are  advocat- 
ing? How  far  would  you  go  in  the  handling  of  the  goods? 
^Mr.  Bacher.  Under  the  original  resolution  which  was  passed  in 
1920  by  the  membership  of  the  National  Chamber  of  Cominerce  it 
was  provided  that  within  those  areas  foreign  materials  might  be 
received  for  manufacture,  repacking,  or  other  necessary  handKng  and 
be  distributed  to  foreign  destinations. 

Mr.  Vinson.  You  went  so  far  as  to  say  they  might  be  received  for 
manufacture? 

Mr.  Bacher.  That  was  tlie  original  resolution  in  1920.  Tliis 
committee  said  they  were  not  opposed  to  omitting  the  manufacturing 
angle.    That  was  a  special  committee  which,  in  1921,  made  a  restudy, 
and  that  conunittee  stated  they  had  no  objection  to  omitting  the 
manufacturing  end. 

Mr.  Vinson.  They  would  have  no  objection,  but  do  they  recom- 
mend the  omission  of  it? 

Mr.  Bacher.  No;  they  do  not.  They  said  that  manufacturing  is 
not  an  essential  and  major  function  of  a  free  zone. 

Mr.  Vinson.  It  seems  to  me  it  would  be  quite  an  iinportant  pro- 
position as  to  whether  you  would  have  it  or  not  have  it,  and  I  was 
interested  in  the  processes  under  which  they  changed  tiieir  opinion 
in  the  12  months. 

Mr.  Bacher.  On  page  16  of  this  pamphlet  there  is  a  discussion  of 
manufacturing  in  free  zones. 

Mr.  Growther.  There  is  a  sentence  on  page  16  which  says: 

There  is  an  obvious  disadvantage  to  manufacturing  within  a  free  zone  any 
dutiable  article  for  sale  within  the  domestic  market. 

Mr.  Vinson.  I  wonder  why  they  did  favor  a  certain  bill  the  year 
before  and  then  changed  their  minds  in  connection  with  the  bills  we 
have  under  consideration. 
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We  have  a  bill  before  us  which  we  are  concerned  with  which  gives 
the  right  to  take  goods  that  come  into  the  free  zone  and  mix  mem 
with  foreign  or  domestic  merchandise.  Do  3roii,  in  your  organization, 
indorse  that  handling? 

Mr.  Bacher.  I  may  say  we  are  not  indorsing  the  spedfic  provisions 
of  the  bills  before  the  committee. 

Mr.  Vinson.  I  understand  that;  you  hardly  ever  do. 

I  am  asking  you  what  you  think  as  an  expert.  You  are  here  as  an 
expert.  I  am  asking  you  what  you  think  about  giving  that  right, 
if  we  were  to  adopt  this  free  zone  bill,  to  permit  the  mixing  of  foreign 
goods  with  other  foreign  goods  or  domestic  merchandise,  and  then 
permitting  them  to  be  exported  without  any  revenue  whatever  coming 
mto  the  Treasury  of  the  United  States. 

Mr.  Backer.  I  would  approve  that,  personally. 

Mr.  Vinson.  Is  that  your  personal  recommendation,  or  is  that  the 
recommendation  of  your  organization? 

Mr.  Backer.  No;  that  is  my  own  personal  recommendation.  I 
think  that  is  essential  in  building  up  transshipment  trade.  It  is 
frequently  necessary  to  mix  products  firom  diffmnt  countries  before 
shipping  them  out  to  other  foreign  ooontries. 

Mr.  VINSON.  Can  that  be  done  to-day  under  the  tariff  law? 

Mr.  Bacheb.  I  would  hkre  to  ask  one  of  the  Treasury  experts 
about  that. 

Mr.  Vinson.  You  are  not  an  expert  on  that? 
Mr.  Bacher.  No;  I  am  bowing  to  the  superior  knowledge  of  the 
Treasury  Department  on  that  subject. 
Mr.  Vinson.  You  have  never  heard  of  that  being  done  under  the 

present  law,  have  you? 
Mr.  Backer.  No. 

Mr.  Vinson.  If  it  is  being  done,  what  power  under  this  act  permits 
it? 

Mr.  Backer.  I  would  not  know  under  what  power  that  would  be 
permitted. 

Mr.  Crowtker.  In  relation  to  the  questions  asked  by  Mr.  Mc- 
Cormack  I  notice  in  the  conclusion  of  their  report  which  was  written 
in  1921  and  revised  in  1926,  they  say: 

In  conclusion,  this  committee  of  the  Chamber  of  Commerce  of  the  United  States 
brieves  that  permissive  legislation  should  be  passed  authoriziiig  the  establish- 
ment by  local  bodies  at  their  own  expense,  under  approved  Federal  ragulatioii, 
€i  free  zones  in  the  pOTts  of  the  United  States. 

What  does  that  refer  to  when  it  says  ''local  bodies''?   Does  that 

mean  private  enterprise? 

Mr.  Bacheb.  Presumahly  it  means  primarilj  by  private  enterprise. 

Mr.  Crowther.  It  could  mean  both. 
Mr.  Bacher.  I  think  it  might  mean  both. 
Mr.  Vinson.  It  is  all-inclusive. 

Mr.  CuLLEN.  We  will  now  hear  Mr.  Hedden,  representing  the 
Port  of  New  York  Authority. 

STATMENT  OF  WALTER  P.  HEDDEN,  REPRESENTING  THE  PORT 
OF  NEW  YORK  AUTHORITY,  NEW  YORK,  N.  Y. 

Mr.  HsnnEN.  Mr.  Chairman,  the  Port  of  New  York  Authoril^ 
is,  as  has  already  been  stated  bv  Congressman  Cullen,  an  agency 
of  the  States  of  New  York  and  New  Jersey,  and  char^  with  the 
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development  of  port  facilities,  and  one  of  our  duties  is  to  have  an 
eye  out  for  anything  which  will  encourage  the  trade  and  conmierce 
of  the  port.  I  am  here  because  our  board  has  adopted  a  xesolution 
indorsing  the  foreign  trade  zone  idea. 

I  want  to  speti  very  briefly  as  to  the  advantages  we  see  to 
United  States  commerce  and  trade  from  such  a  proposition.  In  the 
first  place,  I  want  to  impress  upon  you  gentlemen  the  seriousness  of 
the  present  situation  with  respect  to  our  export  busmess,  upon  which 
the  port  and  termmal  facilities  of  the  United  States  and  the  shipping 
of  the  United  States  depend  at  present. 

I  can  illustrate  that  no  better  than  by  stating  to  you,  that  smce 
1929,  in  five  principal  exports  from  the  port  of  New  York  alone,  there 
has  been  a  decline  of  $635,000,000,  including  agricultural  implements 
and  automobiles,  and  in  some  of  the  foremost  parts  of  our  export  trade 
we  have  fallen  off  from  80  to  90  per  cent  in  three  years. 

What  does  this  mean?  We  have  in  the  port  of  New  York  a  biUum 
dollars  worth  of  port  and  terminal  investments.  We  have  labor  there 
to  the  number  of  twenty  or  thirty  thousand  men  engaged  m  stevedoi> 
ing.  We  have  on  ships  going  from  and  coming  into  the  port  60,000 
seamen.  We  have  engaged  ui  the  employ  of  the  railroads  servmg  thB 
port  of  New  York,  500,000  employees,  and  to  the  extent  that  this 
foreign  trade  falls  off  and  our  termmal  facilities  and  shipping  are  not 
used  we  have  an  increase  in  unemployment,  with  less  use  of  our 
facilities,  meaning  that  they  will  go  backward  and  mto  bankruptey 
and  not  be  able  to  handle  our  commerce  when  times  get  better. 

Why  are  we  interested  in  foreign-trade  zones?  It  is  simply  this. 
We  want  to  maintain  and  enhance  the  amount  of  trade  between 
foreign  countries  which  can  be  brought  into  the  United  States  ports 
by  obtainmg  a  greater  opportunity  to  sort,  pack,  manipulate,  and 
refine  the  merchandise  in  transit. 

Mr.  CuLLEN.  Have  you  the  figures  in  regard  to  exportations  irom 
the  Port  of  New  York  within  the  last  two  years? 

Mr.  Heddbn.  Yes;  I  happen  to  have  a  comparison  between  1929 

and  1932.  .  .  .  . 

Mr.  CuLLEN.  Have  you  also  any  figures  givmg  a  comparison  in 
regard  to  the  decrease  of  tonnage,  in  so  far  as  it  relates  to  ships  engaged 
solelv  in  export  and  import  trade?  ^      ,    .  /»  • 

Mr.  Hedden.  Yes,  we  have  the  figures  showing  the  falMng  off  m 
the  amount  of  registered  tonnage  of  those  vesseb. 

Mr.  CuLLBN.  I  wish  that  information  would  be  put  m  the  record, 
because  I  think  it  is  veiy  important. 

Mr.  Heddbn.  There  was  a  failing  off  between  1929  and  1932  of 
$§35,000,000  in  five  leading  eaqwrts  alone. 

Mr.  ViKSON.  If  some  one  should  read  in  the  record  some  time  in 
ih»  future  your  statement  m  reference  to  manipulating  and  refinmg 
th^  might  not  know  what  you  mean.  Will  you  tell  us  what  you 
mean  by  refining  and  manipulating? 

Mr.  Heddbn.  We  have  to-day  in  the  tariff  provisions  an  arrangement 
whereby  smelters,  for  example,  can  be  bonded  to  refine  ores  that  come 
to  us  from  foreign  countries,  and  the  refined  product  is  then  reex- 
ported. In  those  bonded  smelters  today  you  can  carry  on  the  busi- 
ness of  refining  in  transit,  and  that  is  the  kind  of  thmg  which  you 
would  permit  in  the  free  port,  or  the  foreign-trade  zone,  under  this 
act. 
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Mr.  Vinson.  You  have  that  authority  under  the  tariff  act  of  1930? 
Mr.  Heddisn.  That  is  right. 

Mr.  Vinson.  Is  there  any  liberahzation  or  any  incroased  advantage 
in  respect  to  refining  in  th&  bill  that  you  do  not  have  in  that  act? 

Mr.  Hedden.  To  this  extent,  that  to  get  the  privily  of  rofining 
to-day  you  have  to  post  bond  and  get  permission,  ff  the  refinery 
was  located  in  the  port,  you  could  do  it  there  without  postbg  bon^ 
or  requiring  detailed  supervision. 

Mr.  Vinson.  Would  you  expect  to  have  your  smelting  works  within 

your  free  port? 

Mr.  Hedden.  To  the  extent  that  their  principal  business  was 
reexport  business  they  would  naturally  gravitate  toward  such  a  free 
port. 

Mr.  Vinson.  What  do  you  mean  by  manipulation? 

Mr.  Hedden.  In  the  handling  of  furs,  for  example,  it  is  necessary 
to  take  the  furs  from  Canada  and  from  Russia  and  from  other  coun- 
tries; to  take  them  out  of  the  original  package  and  make  up  a  new 
consignment,  and  send  them  in  balanced  lots  to  some  other  countries. 

Mr.  Vinson.  You  have  that  pow^  now  under  the  1930  tariff  act, 
have  vou  not? 

Mr.  Hedden.  It  is  restricted  by  the  same  r^ulations  as  to  super- 
vision and  bonding.  If  it  were  in  the  free  port  it  could  be  done  with- 
out any  of  that  detailed  supervision. 

Mr.  Vinson.  As  to  the  authority  for  the  mixing  of  foreign  and 
domestic  merchandise,  I  do  not  think  that  is  in  the  tariff  act. 

Mr.  Hedden.  I  do  not  recall  anything  specific  in  that  act.' 

Mr.  Vinson.  What  I  wanted  to  know  was  this:  Wherein  is  there 
an  advantage  in  the  power  of  o^ranting  in  either  the  Welch  bill  or  the 
Celler  bill  different  from  that  which  is  granted  in  the  tariff  act  of  1930, 
always  of  course  having  in  mind  the  matter  of  executing  bonds  that 
would  be  required  under  the  tariff  act? 

;  Mr.  Hedden.  I  think,  in  the  main,  everything  that  is  in  the  bill 
mtroduced  by  Congressman  Celler  is  a  function  that  is  now  per- 
formed in  a  lunited  sphere  in  bonded  warehouse  or  bonded  manipu- 
lating warehouses. 

We  have  80  bonded  warehouses  in  the  port  of  New  York,  scattered 
aU  around  the  port,  and  it  requires  1,400  bonded  truckmen  and  lighters 
to  move  those  products  back  and  forth.  The  idea  is  to  concentrate 
m  a  specific  zone  as  far  as  it  is  economical  to  concentrate  this  business 

Mr.  Vinson.  I  turn  to  our  tariflf  authority,  the  gentleman  from 
JNew  York,  Mr.  Crowther,  and  ask  him  if  there  is  any  right  or  power 
provided  in  the  act  of  1930  that  would  permit  the  mixing  of  foreign 
goods  with  foreign  goods  or  domestic  merchandise,  for  the  purpose  of 
exportation  that  would  not  have  the  advantage  of  the  drawback? 
a  ^^^w'^J^ER.  I  do  not  know  of  any  such  language  that  I  can 
find  The  only  provision  is  in  r^ard  to  manipulation  and  that  is 
much  more  modified  than  this  proposition. 

Mr.  Watson.  If  this  bill  is  passed  as  it  is  written,  with  the  word 
assembled wntten  in  the  bill,  that  makes  it  possible  to  import 
every  piece  of  article  that  might  go  into  the  merchandise  and  assemble 
It  here  and  then  export  it  without  any  dutv  being  paid  whatever 

Probably  it  would  not  be  practicable,  but  it  is  possible,  is  it  not? 

Mr.  Hedden.  The  assembhng  would  be  permitted  within  the  free 
port  for  reexport. 
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-  Mr  Watson.  And  vou  would  export  that  assembled  product  and 
the  Government  does  not  get  a  sou  of  duty  on  it.    That  is  possible, 

is  it  not? 

Mr.  Hedden.  Yes,  sir.  .   ,     .  ,        j  4.^1^ 

Mr  Vinson.  I  think  if  you  take  certam  foreign  articles  and  certam 
domestic  articles  you  can  assemble  them  for  export  without  duty. 

Mr  Watson.  Take  watches,  for  example.  Of  course,  it  would  not 
be  practicable  to  unport  the  pieces  of  the  works  of  a  watch  and  put 
them  together  and  export  them  without  the  Government  receivmg  a 
cent  of  duty.    It  might  not  be  practicable,  but  it  is  possible. 

Mr  Hedden.  That  is  business  which  we  do  not  now  enjoy,  and  i 
think'it  would  be  a  splendid  idea  to  give  employment  to  American 
workmen  in  assembling  watches  to  bo  sold  in  Africa  or  South  America. 

Mr  Watson.  But  where  do  you  get  those  pieces  of  the  works,  or 
parts  from  originally?    It  is  the  foreign  workman  who  makes  them 

Mr  Heddkn.  The  point  is  that  the  assembly  business  which 
would  gravitate  to  these  free  ports  is  the  stuff  now  gomg  durect 
between  foreign  countries.  We  would  enhance  our  abihty  to  attract  a 
certain  amount  of  what  would  otherwise  be  direct  buaness  between 

these  other  countries.  .  .  j  *  xu- 

Mr.  Watson.  But  who  makes  the  pieces  that  are  imported  to  tnis 
country?    They  are  made  by  foreign  labor. 

Mr  Hedden.  That  is  •rue,  but  we  would  assemble  them  and  we 
would  be  domg  something  that  we  are  not  doing  now.  We  would 
get  at  least  the  assembly  of  those  parts.  . 

Mr.  Vinson.  What  assembly  busmess  would  you  go  out  after  if 
this  bill  should  become  law?  ,    .  u  u 

Mr.  Hedden.  I  should  think  the  assembly  busmess  would  be 
primarily  of  raw  products,  such  as  furs,  or  supplies  which  could  be 
brought  here  and  taken  out  of  the  original  packages  and  made  up 
into  lots  for  export  to  the  buyer  in  a  third  country  we  will  say. 

Mr.  CuLLEN.  And  you  thmk  that  would  give  a  lot  of  employment 
to  people  who  are  now  unemployed? 

Mr.  Hedden.  It  would  give  some  employment.  _ . 

I  do  not  want  to  exaggerate  the  importance  of  it,  but  anything 
that  would  give  some  employment  would  be  a  help.  I  can  not  teU 
you  what  it  would  be,  but  the  present  busmess  where  they  have 
free  ports  m  Europe,  is  often  very  large.  ,    ,  xi.^ 

I  should  like  to  file  with  the  committee  a  map  which  shows  the 
foreign  trade  zones  m  existence  m  the  world  to-day,  and  it  is  rather 
striking  in  that  it  shows  how  Europe,  and  to  some  extent  Asia, 
are  dotted  with  them.  There  are  36  listed  on  this  particular  map,  and 
I  think  there  are  four  others  that  we  have  not  been  able  to  put  on 

^^Mr^^ViNSON.  In  that  connection  could  you,  without  too  much 
difficulty,  give  us  a  statement  of  the  rights  and  powers  and  author- 
ities that  are  permitted  in  the  free  ports  in  foreign  countries? 

Mr  Hedden.  It  is  very  hard  to  summanze  them  because  the  con- 
ditioii  differ  somewhat.  In  Hamburg,  wliich  is  the  largest,  they 
handled  some  years  ago  some  22,000  000  tons  of  cargo,  or  more  than 
all  of  the  Atlantic  ports  except  New  York,  and  coming  withm  2,500,000 
tons  of  what  New  York  handled.    In  Hambui^  they  permit  manu- 
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toui^hipment  of  it  to  «io«Sl  nSt  fSiar  S  dl 

position  in  the  Western  Hemisphere  as  t^  the  traSpme^tSS 

''^i^f'i  South  America,  Central  Am^Sa,  the  West  In<Se8 
Canada,  and  the  Easteni  Hemisphere.    You  can  we  what 
commeroial  possibilities  for  this  country  are  * 

iT-  u *  ^^"'"'i  I  received  as  late  as  November  7  10^9 

V  f  This  letT w/s'^«?n 

^l^S^s^f*  manufacturer  of  wire  and  hemp  rape,  .«l  he 

North'^d"lo*tt^LS'^'trtoU^T.?^^^^^^  have  for  both 

that  perhaps  you,  Hkl^^  ^''^  Vi'"'^!  ""^  »  to 

the  outgoing  filing  "  ""^  KniMi  ports,#ssue  booklets  which  advertise 

byThip^„rftilil^e^r^'i^l*^^rkt*'^  quicker  deliveries  can  be  given 
the  West  Indian  I^Si^  ^"'"^  *°  South  American  point!  and 

Now,  I  should  like  to  present  a  second  map. 
Mr.  McCcHiHACK.  Who  wrote  that  letter? 

Mr  V,  *  advantageously  we  are  situated 

Mr.  Vinson.  What  advantage  would  it  be  for^ressels  iroincr  to  » 
fn^zone?    Could  they  get  away  quicker?  * 

fwT^lwwT  ^^T^-  as jh5UU  to  $1,000  per  trip  if  they  could  dock  at  a 

Mr.  Vinson.  TThiere  are  not  so  many  of  those? 

would  beTs'a^^^f"E^/5M^^  ^^W^  ^^^^.^l^- 

away  quicker.  '      ***  *  ^^^ey  could  get 

mau'^^oF^SrdisStchi^if*^.*        -P-»-t  f-tor  in  the 

T    111*1 

IS  very  important. 
1  would  like  to  add  one  other  thini?  to  sitoDlnnifint  whuf  T  o^iA  «k  * 
the  advantageous  geographic  wSfira  wS^«^T„ 
steamship  sm^ices  poaraon  we  are  in,  and  the  web  of 
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We  have  at  the  port  of  New  York,  and  I  imagine  that  is  true  at 
other  ports,  an  affiai^;enient  whereby  the  lines  plying  between  our 
port  aad  South  Anuraica,  the  West  Indies  and  Central  America  have 
a  rate  from  those  countries  via  New  York  to  Europe  which  is  no  higher 
ft^mn  the  direct  rate  maintained  by  the  diipping  which  moves  be- 
tween South  America  and  Europe. 

In  other  words,  they  meet  the  direct  rate  on  the  combination  via 
the  United  States  ports,  and  moreover,  they  give  the  importer  of 
cocoa  beans  or  hides  or  coffee  a  chance  to  ship  a  large  lot  into  an 
American  port,  with  the  option  of  saying  how  much  he  wants  to 
bring  into  the  United  States  and  how  much  he  wants  to  throw  on 
another  vessel  into  Europe.  This  option  gives  him  the  abihty  to 
maintain  a  flexible  movement  of  his  commodities  via  United  States 
ports.  So  we  have  such  an  advantage  now,  from  a  geographical 
standpoint,  in  moving  the  transshipping  business  through  United 
States  ports  but  Uberalizing  the  customs  formahty  and  procedure 
would  make  it  still  more  advantageous. 

Mr.  Watson.  What  is  the  rate  on  iron  from  India  to  the  United 
States? 

Mr.  Hedden.  I  can  not  answer  that  offhand. 

Mr.  Watbov,  1  thought  that  migiit  have  been  brought  to  your 

att^tion.  .  . 

Mr.  CuLLEN.  Most  of  these  vessels  engaged  in  freight  busmess 
are  under  the  jurisdiction  of  the  Shipping  Board,  are  they  not,  or 
are  they  lines  leased  to  private  owners? 

Mr.  Hedden.  The  Shipping  Board  has  been  rapidly  getting  out  of 
operating  end  of  the  business  and  placing  it  under  private  opera- 
tors. You  wiU  find,  I  think,  that  most  of  the  American  flag  lines  are 
privately  operated  to-day. 

Mr.  CuLLEN.  Without  the  Shipping  Board  holding  any  further 
jurisdiction  over  them? 

Mr.  Hedden.  They  have  jurisdiction  over  rates,  and  so  forth,  but 
they  do  not  actually  operate. 

1  would  like  to  make  one  other  point. 

1  want  to  bring  to  your  attention  one  illustration  that  shows  the 
possible  value  to  our  commerce  of  the  free  ports. 

We  do,  as  you  probably  know,  a  very  large  in-transit  trade,  as  they 
call  it,  in  CanacUan  wheat  moving  across  the  United  States  from 
Buffalo  to  the  port  of  New  York,  the  port  of  Boston,  the  port  of 
Philadelphia,  and  all  the  way  down  to  Norfolk.  It  amounts  to  a 
considerable  tonnage  md  has  a  large  revenue-producing  value  to  the 
United  States  carriers,  port  facilities,  and  ships.  We  estimate  that 
even  under  depression  conditions  of  to-day  it  is  worth  $16,000,000  in 
revenue  per  ai^wnm  to  American  carriers  and  terminal  facilities. 

The  wheat  moves  in  bond  from  Buffalo  to  New  York,  we  will  say. 
In  1929  the  collector  of  customs  at  the  port  of  New  York  addre"^ssed 
a  communication  to  the  railroad  companies  having  terminals  there, 
calling  attention  to  certain  regulations  which  had  been  promulgated 
at  Washington  by  the  Customs  Bureau,  under  the  discretionary 
powers  vested  in  the  bureau,  to  the  effect  that  all  Canadian  grain 
moving  under  the  T  and  E  rule  must  go  out  of  the  country  in  90  days 
or  into  bonded  warehouses,  and  there  was  not  a  bonded  warehouse 
anvwhere  in  the  port  of  New  York  where  you  could  put  anv  such 
quantity  of  grain  except  the  State  elevator,  which  was  full  and 
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overflowing.    There  were  5,000,000,000  bushels  of  Canadian  grain 
which  would  have  had  to  be  dumped  on  the  market  in  90  days. 
Mr.  CuLLEN.  You  mean  to-day  there  are  no  warehouses  around  the 

port  of  New  York  where  grain  could  be  stored? 

Mr.  Hedden.  Not  for  bulk  grain.  You  could  not  put  bulk  grain 
into  one  of  those  ordinary  warehouses.  We  had  some  elevatore, 
but  most  of  them  were  full.  The  grain  was  in  cm  and  barges  at 
railroad  terminals. 

Mr.  CuLLEN.  It  was  not  many  years  ago  that  we  had  large  wai^ 
houses  where  we  put  bulk  grain  into  the  bins. 

Mr.  Hedden.  Fortunately,  by  conference  among  groups  repre- 
sentmg  the  port,  the  grain  interests,  the  carriers,  the  officials  of  the 
Treasury  Department  and  the  Commerce  Department,  we  were  able 
to  get  a  Kberalization  of  that  order  so  that  the  grain  was  permitted 
to  stay  there  for  a  year  instead  of  90  days.  However,  I  remember 
on  that  occasion  a  statement  by  a  Government  official  here  in  Wash- 
ington was  made  to  this  eflfect:  if  that  grain  had  been  in  a  free  port, 
your  taxRibles  and  our  troubles  would  have  been  solved  because  we 
would  not  have  bothered  whether  the  grain  went  out  in  90  days,  under 
pur  regulations,  or  a  year.  We  would  be  protected;  we  would  know 
It  would  not  come  into  the  U|iited  States  for  domestic  consumption, 
and  we  could  leave  it  there  as  long  as  the  market  required  it  to  be 
there. 

That  is  one  experience  I  have  had  of  the  difliculties  in  trying  ta 
work  up  transshipment  business  under  regulations  estabhshed  prin- 
cipally from  the  standpoint  of  protecting  the  domestic  market. 

If  we  could  get  some  of  these  ships  outside  the  customs  jurisdiction 
of  the  United  States  where  the  only  thing  the  customs  has  to  worry 
about  is  that  nothing  comes  through  that  barrier  for  domestic  con- 
sumption, and  where  you  can  leave  it  to  do  anything  you  want  to  in 
the  mterest  of  developing  the  trade  and  commerce  of  the  United  States 
and  givmg  employment  to  terminal  facilities  and  our  stevedores  and 
aU  those  that  participate  in  that  business,  it  would  mean  a  great 
advantage  to  us. 

Mr.  McCoRMACK.  The  jurisdiction  for  determining  where  free 
porte  would  be,  comes  under  the  Secretary  of  Commerce,  does  it  not? 
Mr.  Hedden.  That  is  corroct. 

Mr.  McCoRMACK.  He  might  determine  that  one  city  should  have 
a  free  zone  and  another  city  shotdd  not  have  a  free  zone,  on  the 
Atlantic  coast  or  on  the  Pacifks  coast. 

Have  you  any  views  to  express  as  to  vesting  such  extraordinary 
power  in  the  Secretary  of  Commerce? 

Mr.  Heddex.  I  would  have  every  confidence  that  he  would  look 
at  It  from  the  standpoint  of  the  enhancement  of  the  trade  of  the 
United  States. 

Mr.  McCoRMACK.  I  am  not  questioning  his  interest,  but  I  realize 
that  he  would  be  a  human  being,  just  like  everybody  else. 

Mr.  Hedden.  We  would  have  no  objections.'  Ff  [  may  quote  you 
an  analogy  in  determining  whether  a  channel  be  impoved  in  ^the 
Umted  States,  you  vest  in  the  first  instance  in  the  Secretarv  of  War 
and  his  chief  of  engineers  the  determination  of  whether  it  is  proper 
that  that  channel  be  improved.  We  are  perfectly  wilUng  to  have 
the  Secretary  ai  Commerce  do  the  same  for  free  ports. 
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Mr.  McCoRMACK.  That  is  a  power  merely  to  recommend.  Con- 
gress has  the  final  voice  in  those  matters.  Do  you  not  think  that 
in  every  port  where  the  business  men  are  sufici^tly  interested  to 
invest  th&x  capital  in  such  an  enterprise,  they  ought  to  be  permitted 
to  establish  a  free  port,  if  they  so  derare? 

Mr.  Hedden.  It  I  may  break  your  question  in  two  

Mr.  McCoRMACK.  You  may  break  it  any  way  you  please.  I  am 
seeking  information. 

Mr.  Hbdden.  Let  me  reply  first  to  what  you  have  asked  the  others 
more  directly,  perhaps,  and  which  you  may  ask  me  next.  As  to  this 
business  of  whether  a  public  corporation  or  a  private  corporation 
should  be  vested  with  the  right  

Mr.  McCoRMACK  (interposing).  A  quasi-pubhc  corporation. 

Mr.  Hedden.  Quasi  public,  yes.  I  have  simply  this  to  say,  that 
from  two  standpoints  it  seems  desirable  that  the  bill  should  remain 
as  it  reads  here,  ''public  corporations. "  Those  standpoints  are  these: 
First  of  all,  you  must  vest  in  your  foreign-trade  zone  constructor  and 
operator,  certain  police  powers.  He  must  maintain  cnstoniB  guards, 
paid  by  him,  if  you  will;  but  it  has  to  be  organized  and  run  on  a  qnasi- 
pubUc  or  pubhc  establishment. 

Mr.  McCoRMACK.  Do  you  agree  that  a  quasi-pubhc  establishment 

would  be  all  right? 
Mr.  HsDDBN.  ''Quasi"  is  a  t^rrn  which  means  something  different 

to  a  great  many  people.  ^  ut 

Mr.  .McCoRMACK.  It  is  a  {Mivate  corporation  subject  to  public 

regulations.  ^  ,  , 

Mr.  Hedden.  We  would  prefer  to  have  it  as  stated  here,  a  public 
corporation,  because  of  the  police  power  angle  of  it  and  because  the 
whole  articulation  and  working  out  of  port  facilities  these  days  is 
done  much  better  under  a  public  authority,  one  that  can  negotiate 
for  railroad  connections,  for  highway  systems,  with  the  State  authori- 
ties and  all  of  the  other  phases  that  tie  into  the  successful  creation 
of  a  port. 

Mr.  McCoRMACK.  Of  course,  if  it  is  private  capital  subject  to 
public  regulation,  in  turn  they  would  have  to  be  subject  to  the  local 
port  authorities.  There  would  be  a  certain  jurisdiction  by  the  local 
port  authorities,  such  as  the  city  of  Boston  or  the  city  of  New  YoA 
or  your  own  port  authority,  if  it  were  given  permission  to  establish 
and  maintain  a  free  port.  You  are  not  a  pubfic  corporation ;  you  are 
a  private  business  organization,  just  the  same  despite  1^  fact  that 
its  operations  might  conducted  by  a  public  body.  You  are  subject 
to  fdl  the  laws  to  which  an  individual  private  citizen  may  be  subject  to. 

Mr.  Hsdden.  I  am  sorry  that  we  do  not  have  the  time  to  go  into 
deti^  as  to  how  the  port  authority  is  set  up.  We  are  a  pubhc  cor- 
poration.   We  operate  on  private  capital. 

Mr.  McCoRMACK.  Who  guarantees  the  bonds  that  might  be  issued; 
the  State  of  New  York?  . 

Mr.  Hedden.  No.  They  are  issued  under  the  Port  Authority  s 
own  faith  and  credit. 

Mr.  McCoRMACK.  What  guaranty  is  behind  the  issuance  of  the 
bonds  by  the  port  authority? 

Mr.  Hedden.  The  sound  knowledge  that  the  revenues  from  tolls 
and  leases,  and  so  forth,  will  meet  the  interest  and  the  principal. 

Mr.  McCoRMACK.  If  there  is  any  deficit,  wliere  does  it  come  from? 
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cl  ^^^^EN.  There  is  absolutely  no  commitment  on  the  part  of 
the  States  that  they  will  take  care  of  deficits.  We  can  not  pledge 
their  credit  At  the  same  time  the  experience  haa  been  that  we  have 
been  able  always  to  meet  our  obligations  and  in  fact  go  far  above 
being  able  to  meet  our  obligations.  So  that  question  is  t^ftinio 
so  far  as  our  organization  is  concerned. 

Mr.  McCoRMACK.  But  assummg  there  were  a  deficit  

,  Mr.  Hbdden.  Unless  the  State  should  by  specific  act  step  into  the 
paoture,  you  would  have  the  same  situation  as  you  have  with  refer- 
ence to  a  puMic  ulih^  security. 

Mr.  McCaBMACK.  Is  the  city  of  New  York  obligated  m  any  way? 
Mr.  Hedden.  No,  it  is  not.  ^  ^ 

Mr.  McCoBMACK.  Or  any  ol  the  governmental  bodies? 

^Juoi    w  ^'^^  ^  ^     working  with  private 

capital    We  would  go  out  and  raise  the  money,  not  by  taxation  or 
^'^^^^  A?^/^      credit  of  the  States,  but  hy  the  issuanc^  of  bonds. 
.  Mr.  McCoRMACK.  Under  thie  biU  the  p^Mauthoiity  or  your  organ- 
ization could  not  create  a  free  port?  ^ 

Mr.  Hedden.  Yes,  we  could. 
Le^sla toe^^^*  The  port  authority  was  WBated  by  mh  ael  of  the  State 

Mr.  Hedden.  We  were  created  by  the  State  Legislatures,  through 
their  acts,  and  we  are  a  pubhc  corporation.    We  have  no  stookhokiera 

Uur  directors  are  appointed  by  the  governors. 

Mr.  McCoRMACK.  You  are  not  financed  in  any  wav  from  anv 
pubhc  source? '  ^     ^  muj 

Mr.  Heddsn.  No. 

Mr.  McOoBMACK.  Then  for  all  practical  purposes,  you  are  just  the 
same  as  a  pnvate  corporation?  juat  tuo 

Mr.  Heddiw.  Frmn  the  financial  angle,  yes. 

Mr.  McCoBilACK.  Well  for  all  practical  purposes.  Now.  why 
should  you  i»event  a  body  ol  men  in  Boston  or  Norfolk  or  any  oth^ 

\/r   ^  oiganizmg  to  accomplish  the  same  objective? 

Mr.  Hedden.  We  do  not  want  to  prevent  anybody  from  oiganizinff . 
The  pomt,  howevOT,  is  we  are  in  a  different  elass  from  a  private  cor- 
poration m  that  our  assets  are  all  held  in  trust  for  either  our  bimd- 
holders  or  the  two  States.    We  do  not  look  to  profit  firai  om  opm^ 

HT'  Ar^'^'^^  no  directors  who  are  anpointed  >y  stoekWS^ 

It  is  a  pubhc  corporation. 

Mr.  McCoRMACK.  But  you  are  subject  to  the  same  laws  to  which 

any  pnvate  corporation  is  subject? 

Mr.  Hedden.  We  are  subject  to  the  act  which  created  us. 

Mr.  McCoRMACK.  I  mean  with  reference  to  torts.  Suppose  one 
of  your  agents  injures  somebody  negligently;  you  have  a  corporate 
body  rgponsibility  just  the  same  as  any  private  corporation? 

Mr.  Hedden.  I  am  sorry;  I  should  be  glad  to  have  you  discuss  that 
matter  with  our  counsel,  but  I  think  he  would  tell  you  that  we  are  in 
the  same  status-T-we  are  an  instrumentality  of  the  State  and  eniov 
the  same  privileges  as  ike  States  that  created  us.  *  ^ 

Mr.  McCoBMACK.  I  am  not  criticizing  your  body.  I  want  to 
comphment  you  upon  the  statement  you  have  made.  But  I  do  not 
see  where  you  are  m  the  same  capacity  as  the  municipaUty.  A 
municipahty  has  certam  functioais  wMch  it  must  p«form  and  other 
functions  which  it  assumes.  Bat  where  they  go  into  a  private  field, 


FOREIGN  TRADE  ZONES 


53 


they  are  responsible,  just  the  same  as  any  private  individual  or 
private  corporation  or  quasi-public  corporation  is  responsible. 

Mr.  Hedden.  In  all  of  our  activity,  we  are  governed  by  the  statute 
charter  which  was  given  us  by  the  two  States  and  apfMTOved  by 

Consress. 

W&.  McOeBMACK.  l^at  ^elermines  the  limit  of  your  avNAiorily? 
Mr.  Hedden.  That  is  right. 

Mr.  MtOoBMACK.  Your  principal  purpose  w  the  establishm^t  of 
a  free  port? 

Mr.  Hedden.  Yes,  in  so  far  as  this  hearing  is  concerned. 

Mr.  McCoRMACK.  With  reference  to  the  proposition  whether 
Congress  should  confine  this  to  public  bodies,  or  broaden  the  princi- 
ple so  that  not  only  public  bodies  but  any  body  of  pubUc-spirited 
citizens  with  sufficient  capital  may  participate,  you  have  no  strenuous 
objection  to  that? 

Mr.  Hedden.  Oh,  no.  I  am  simply  giving  you  my  own  views 
but  our  desire  is  to  see  some  enabling  legislation  passed.  None  of 
us  can  go  forward  with  any  of  these  propositions  unless  the  act  pro- 
vides that  somebody  in  Washington  may  hear  the  apphcation  and 
grant  the  permit  on  the  proper  conditions. 

Mr.  McCoRMACK.  Your  objective  is  to  get  this  principle  estab- 
lished. Then  if  there  are  any  mistakes  or  any  abuses  arising  out  of 
it,  they  can  be  corrected  by  later  legislation.  In  other  words,  the 
experience  in  the  conduct  of  aire€  port  nught  disclose  such  conditions 
which  might  require  later  consideration,  but  they  are  incidental  to  the 
main  objective,  liie  estaiblishment  of  free  port  its^,  er  the  authority 
to  estabMi  a  free  port. 

Mr.  Hbodsn.  Absolutdy.   That  is  the  history  of  all  progress,  I 

think. 

Mr.  McCoRMACK.  I  generally  agree  with  you  in  that  respect. 

Mr.  Watson.  In  order  to  obtain  permission  to  estabUsh  a  free 
port,  do  you  not  have  to  appeal  to  the  Secretary  of  the  Treasury  and 
the  Secretary  of  Commerce? 

Let  me  ask  you  this:  Which  would  you  prefer,  the  Secretary  of  the 
Treasury  or  the  Secretary  of  Commerce  to  appeal  to  for  permission  to 
estabhsh  a  free  port? 

Mr.  Hedden.  That  is  a  rather  embarrassing  question  for  me  to 
answer.  We  Hke  the  bill  as  it  now  reads.  If  you  prefer  to  substitute 
the  Secretary  of  the  Treasury  for  the  Secretary  of  Commerce,  that  is 
an  administrative  detail,  as  we  look  upon  it. 

Mr.  Watson.  How  about  leaving  it  to  both  the  Secretary  of  the 
Treasury  and  the  Secretary  of  Commerce? 

Mr.  Heddbn.  As  I  understand  it,  there  is  a  right  of  appeal  given 
to  a  board  consisting  of  the  Secretary  of  War,  Secretary  of  Com- 
meroe,  and  the  Soeretary  of  the  Treasury.   They  all  participate.  " 

Mr.  Watsok.  But  that  is  only  on  the  matter^  an  appeaL 

Mr.  HannsN.  Correct. 

Mr.  WAiftON.  I  am  asking  whether  you  think  permission  to  grant 
this  permit  ought  be  in  the  Secretary  of  Commerce  or  the  Sec- 
retary of  the  Treasury,  or  both. 

Mr.  Hedden.  We  feel  it  should  be  vested  in  one  head. 

Mr.  Watson.  Instead  of  two? 
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Mr.  Hkd0EN.  In  the-fint  instance;  and  then  you  have  an  appeal 
board  on  which  all  of  the  departments  that  are  interested  are  repre- 
sented. 

Mr.  CuLLEir.  Your  thought  is  that  there  should  not  be  any  divi- 
sion  of  resjionsibihty. 

Mr.  HsnnEN.  It  would  be  difficult  to  do  business  with  two 
heads  of  two  different  departments. 

Mr.  Watson.  Because  of  the  customs  side  of  the  question,  I 
thought  probably  the  Secretary  of  the  Treasury  might  be  the  more 
natural  choice. 

Mr.  Hedden.  As  I  understand  it,  the  Secretary  of  the  Treasury 
would  prescribe  all  the  rules  and  regulations  relating  to  the  protection 
of  the  customs,  and  the  Secretary  of  Commerce  would  simply  author- 
ize and  endorse,  so  to  speak,  the  application;  see  that  it  was  a  quaU- 
fied  and  responsible  agency  that  was  going  to  estabHsh  the  zone. 

Mr.  Watson.  Then  you  would  make  the  application  to  the  Secre- 
tary of  Commerce? 

Mr.  Hedden.  Under  this  act,  yes. 

Mr.  Cbowther.  Mr.  Chairman,  I  should  like  to  ask  one  or  two 
questions. 

Just  what  do  you  want  to  establish  that  is  not  established  now? 
We  haye  bonded  warehouses:  we  haye  bonded  warelK)uses  both  for 
storage  and  manipulation^  and  we  haye  bonded  warehouses  for  manu- 
^turing.  The  Treasury  may  determine  upon  a  building  for  that 
purpose. 

iu-e  they  objectii^  to  the  bond  they  have  to  put  up?  Do  they 
object  to  the  supervision  of  a  customs  official  in  the  process  of  manu- 
facturing? Or  is  it  your  point  that  you  want  all  ol  it  doae  in  a  cir- 
cumscribed area? 

Do  you  want  to  establish  a  circumsciibed  area  with  docks  and 
railroad  facilities,  and  so  forth,  and  haye  priyate  industry  put  up 
suitable  buildings  for  that  purpose? 

Do  you  contemplate  one  of  the  buildings  shall  be  for  display 
purposes,  to  display  foreign  merchandise?  That  has  been  suggested 
in  connection  with  these  neutral  zones,  one  building  being  devoted 
to  the  display  of  foreign  merchandise;  not  raw  materials  particularly, 
but  largely  manufactiired  merchandise. 

Just  what  do  you  want  to  do  that  you  can  not  do  now?  Materials 
are  brought  in  here  and  manufactured,  and  can  be  manufactured 
under  the  present  law.  Hie  buildings  or  parts  of  buildings  and  other 
mclosures  may  be  designated  by  the  Secretary  of  theTreasury  as 
bonded  warehouses  for  the  storage  of  imported  merchandise,  and  so 
forth,  or  for  the  manufacture  of  merchandise  in  b<md  or  for  the  storing, 
repacking,  and  so  forth. 

It  seems  to  me  there  is  a  prettv  liberal  proyision  now  made  for  that 

Now,  what  is  it  you  can  not  do  now  that  you  want  to  do?  Or  are 
there  some  things  you  want  to  get  rid  of  that  are  in  the  present  system? 

Mr.  Hedden.  I  think  you  have  stated  it  in  the  course  of  your 
question  in  this  way,  that  to-day  there  are  privileges  for  designating 
certain  warehouses,  certain  smelters,  and  so  forth,  for  the  doing  of 
this  business;  but  experience  has  shown  in  ports  abroad — and  it  is 
only  common  sense  to  believe  that  the  same  would  be  true  here — that 
the  problem  of  supervision  and  the  problem  of  movement  and  the 
problem  of  loading  and  unloading  and  shipping  would  be  simplified 
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and  cheapened,  made  less  expensive,  if  we  could  establish  a  zone  instead 
of  having,  as  we  do  to-day  in  New  York,  80  scattered  warehouses, 
1,400  bonded  trucks  and  lighters  to  do  the  interchange  between  these 
warehouses  and  ships,  and  the  necessity  for  each  ship  coming  into 
the  port  to  go  through  the  formality,  and  each  importer  and  trader 
to  go  through  the  formality  required,  eyen  Idiough  the  cargo  and 
consignment  is  immediately  or  wiiMn  two  or  three  months,  gomg  out 
of  the  countey  again,  to  some  other  destination. 

In  other  words,  what  we  are  aiming  at  is  economy  in  port  organiza- 
tion; economy  in  superyision  from  customs  angle,  the  development  as 
the  result  of  those  economies  of  a  trade  which  we  do  not  now  enjoy 
to  its  fullest,  namely  the  transshipment  business  between  two  other 
countries,  and  holding  on  to  that  trade  which  we  have  managed  to 
get,  such  as  this  Canadian  grain  which  T  have  been  talking  about. 

Mr.  Crowther.  Then  your  plan  is,  as  I  take  it,  to  establish  a  very 
considerable  area  devoted  to  this  activity  at  some  place  where  there 
are  docking  privileges  or  docking  opportunities  and  there  are  railroad 
opportunities  available,  if  not  directly,  by  barge  transmission,  and 
as  near  as  possible  aiding  all  the  activities  which  you  say  are  scattered 
in  various  places  now,  in  one  territory.  Is  that  the  idea?  For  in- 
stance, I  understand  Staten  Island  is  one  place  where  they  are  going 
to  establish  or  want  to  establish  a  free  port. 

Mr.  Hedden.  In  the  last  10  years  I  haye  heard  seyen  or  eight 
places  mentioned  as  possibilities,  but  I  prefer  not  to  discuss  the 
particular  locality.  Suppose  the  bill  you  have  before  you  were 
passed.  Our  organization  and  all  the  others  in  similar  positions  in 
tlie  country  couM  then  sit  down  and  consider  the  questions,  how  big 
and  where  and  what  type  of  facilities  are  needed? 

Now,  it  is  academic  for  us  to  talk  about  that  at  this  time.  We 
could  not  go  out  and  interest  people  in  taking  facilities.  We  could 
not  talk  to  steamship  companies.  They  would  say  to  us,  ''You  are 
not  permitted  to  do  this.    Why  are  you  talking  about  free  zones?*' 

Mr.  Watson.  Can  you  put  into  the  record  a  statement  of  the 
number  of  men  employed  in  the  free  port  of  Copenhagen  and  the 
amount  of  tonnage  handled  there? 

Mr.  Hedden.  Copenhagen? 

Mr.  Watson.  Yes.    That  is  one  of  the  largest  free  ports. 

Mr.  Hedden.  I  do  not  remember  the  figures,  but  they  are  in  the 
report  of  the  Shipping  Board  which  I  should  be  glad  to  file  in  the 
record,  if  you  desire. 

Mr.  Watson.  Will  you  include  those  figures  in  your  statement? 

Mr.  Hedden.  I  should  be  glad  to  do  that.  May  I  be  permitted 
to  file  a  short  written  document  with  the  conmiittee  inclosing  that 

uiformation?  ...  j  - 

Mr.  CuLLBN.  Without  objection,  that  permission  is  granted. 

I  want  to  thank  you,  Mr.  Hedden,  for  the  statement  you  have  made. 
It  has  given  the  committee  some  real  information  concerning  the 
purpose  of  this  bill.    We  are  very  much  obliged  to  you. 

The  reference  to  Staten  Island,  which  has  been  mentioned,  I  should 
like  to  clear  up  the  situation.  Of  course,  there  are  other  places 
around  New  York  which  would  be  just  as  available.  It  is  a  fact, 
however,  that  Staten  Island  has  tremendous  docks  and  terminals, 
and  it  has  been  prominent  because  of  that. 

(Mr.  Hedden  later  submitted  the  follomng  additional  statement.) 
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In  accordance  with  the  permission  granted  me  at  the  hearing  on 
the  foreim  trade  zone  bills,  I  an  filing  this  supplemental  information 
Mrewitn  for  mcorporation  into  the  record. 


Si^*M^9iSwei§ntrmd€and9kf^^  York 


TOUHIft 

1929   

$1,903. 095.000 
1, 384, 419, 000 
868,700.000 
»  477, 923,  000 

9.  738.  oca 
7,  581,000 
5, 968.000 

2  4, 4ifi,  ooa- 

•  December  estimated. 

*  6  numths  estimated. 


above  figures  on  value  are  obtained  from  the  United  States  Department 
of  (commerce,  and  on  tonnage  from  the  United  States  Shipping  Board.  The  1932 
figures  are  estimates  made  by  the  port  authoritv,  based  upon  tike  ofBeial  figures 
forsuch  months  as  were  available  as  of  January  1,  1933. 

The  ■latieto  oovering  five  leading  exports,^  1932  compared  to  1929,  ^re  as 


X 


Calendar  yesn 

 X 

Net  change 

tin 

1929 

Amount 

Per 
cent 

Agricultural  machinery  and  implements 
Refined  copper  and  mamntectuns. 

Industrial  machinery  

Automobiles  and  pmrts 
Meat  products   

$6, 690. 922 
12, 903, 921 
39.667,609 
48,748^140 

$81,639, 473 
97, 810, 241 
168, 182,814 
394,708,449 
41,818,640 

-$47. 948, 551 
-84,906, 320 
-128,515,205 
-810,010,303 

-9!.  8 
-86.8 
-76.5 
-86.7 
-70. 

Total  0  leading  exports  vis  Port  ol  N«w  York^ 

The  comparative  statistics  of  vessel  movements  in  foreign  trade  are  as  follows: 


Year 

Veesd  ratnoMea 

Vessel  clearances 

Number 

Net 
registered 
tonnage 

Number 

Net 
registered 
tonnage 

1929  

6,928 
6,662 
5,928 
MM 

30,490,353 
31, 151, 383 
29,416,261 
26,768,807 

7,035 
6,779 
6,139 
0,270 

30,806,824 
31, 347, 263 
29,942,076 
27,002.945 

1930.  

1931  

1982  

The  above  statistics  are  obtained  from  the  United  States  customs  record  and 
include  vessels  entering  or  clearing  via  oth«r  United  States  ports  from  and  to 
foreign  countries  as  well  as  direct  entrances  and  dearanoes. 

imrcnoNB  PEBmrnBD  in  fbsb  ports  op  buropb 

,  TJ^^/^^ctions  permitted  in  European  free  ports  are  summarized  on  pages  25 
to  31  of  the  United  States  Shipping  Board's  report  of  1929.  The  following  quota- 
tions illustrate  activities  permitted  at  typical  free  ports. 

"Stockholm:  The  freeport  at  Stockholm  is  used  mainly  as  a  port  for  the  trans- 
shipment and  reconsignment  of  merchandise.  Goods  may  be  unpacked,  divided 
and  repacked  in  larger  or  smaller  parcels,  and  they  may  be  inspected  by  the 
consignee  or  persons  authorized  by  him.  More  liberal  free  storage  time  is 
allowed  for  goods  intended  for  reexport  than  for  other  goods.  Manufacturing 
activities  are  permitted  only  when  sanctioned  by  the  King.  All  retaU  trade 
within  the  free  cone  is  prohibited"  (p.  26). 
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"Almeria  (Spain):  The  following  operations  are  permitted  in  the  free  port  of 
Almeria:  Repacking  of  merchandise  in  different  containers;  division  of  goods  for 
the  preparation  of  commercial  grades;  mixture  of  goods,  with  the  same  object; 
hulling  and  toasting  of  coflFee  and  cacao;  working  of  hides  and  skins;  grinding  of 
wood;  washing  of  wool;  extraction  of  oil  from  copra  and  from  oleaginous  seeds;  all 
operations  which,  without  essentially  changing  the  character  of  goods,  increase 
their  value;  importation  of  crude  petroleum  products  and  coal  for  supplying 
vessels,  after  making  any  necessary  divisions  and  mixtures." 

In  summing  up  the  Shipping  Board  report  it  says,  on  page  57,  ''All  European 
countries  appear  to  have  recognized  that  the  essential  function  of  the  free  port 
is  to  facilitate  transshipment  and  reconsignment  trade,  and  that  manufacturing, 
when  permitted,  is  a  secondary  purpose.  The  opecaticms  which  are  essential  to 
the  success  of  a  free  zone  are  those  which  are  necessary  to  receive,  store,  and  sort 
goods,  and  to  prepare  and  repack  them  for  distribution  to  various  markets.  The 
demands  of  various  markets  as  to  kind  and  grade,  or  quantity  of  commodities 
differ,  as  do  also  their  requirements  as  to  packing." 

TRADE  AND  EMPLOYMENT  IN  FOREIGN  TRADE  ZONES 

The  United  States  Shipping  Board  report  discussing  the  free  port  of  Copen- 
hagen, Denmark,  states  that  it  covers  128  acres  of  land  and  82.5  acres  of  water 
and  has  40  warehouses  and  2  grain  elevators.  Approximately  100  private 
emioems  employing  COO  people  have  leased  ground  and  erected  their  own  build- 
ings. The  port  k  estimated  to  have  handled,  as  of  1926,  about  100,000  metric 
tons. 

No  figures  are  available  as  to  the  total  number  of  employees  engaged  in  port 
operations.  With  respect  to  manufacturing,  the  Shipping  Board  states  that  as 
of  1913  there  were  19  firms  employing  502  people  engaged  in  various  types  of 
manufacturing.  The  report  states  that  the  above  list  includes  only  firms  which 
alter  the  character  of  the  merchandise.  Setting  up  machinery,  mixing,  sorting, 
etc.,  are  liot  included,  and  the  success  of  these  particular  port  industries  is  de- 
pendent upon  the  free  port.  The  business  is  in  addition  to  what  Copeiihagen 
would  otherwise  have  (p.  63) . 

The  Shipping  Board  report  gives  more  complete  statistics  with  respect  to  the 
free  port  at  Hamburg,  Gennany.  This  port  covers  1,500  acres  of  land  and  1,840 
Acres  of  water,  and  contains  86  State  built  quay  sheds  or  transit  warehouses 
having  a  length,  end  on  end,  of  11  miles.  Fifty-eight  of  these  quay  sheds  are 
operated  by  the  State  and  28  leased  to  private  organizations.  The  State-oper- 
ated quav  sheds,  or  transit  warv^uses,  alone  give  employment  to  800  clerical 
employees  and  between  4,000  and  6,000  workmen.  There  are  neariy  2»000  msm 
And  hoists  employed  in  handling  freight  at  the  free  port. 

The  manufacturing  in  the  free  port  of  Hamburg  as  of  1928  was  in  the  hands  of 
151  industries  employing  25,363  employeee. 

The  Shipping  Board^s  report  Mna  «p  tha  importaaoe  of  tiie  firee  port  to  Ham- 
burg as  follows: 

"The  part  played  by  Hamburg's  free  harbor  iu  properly  handling  and  encour- 
.aging  its  enormous  overseas  trade  can  not  be  overestimated.  The  free  harbor, 
with  its  extensive  storage  accommodations,  its  low  warehousing  costs  and  hand- 
ling charges,  its  facilities  for  repacking,  refinishing  or  actually  manufacturing 
in  the  free  port,  constitutes  the  very  center  of  Hamburg's  commercial  life,  and 
Hamburg's  position  as  the  leading  port  of  northern  Ehirope  is  inextricably  bound 
up  with  ttie  free  port.  It  is  impossible  to  disassociate  Hamburg  from  the  free 
port,  even  in  one's  mind,  as  historically  and  commercially  they  are  one.  Should 
the  free  port  be  abolished,  an  unthinkable  step,  Hamburg  would  no  longer  be 
able  to  maintain  its  position  as  a  world  factor  in  the  various  oommoditT  mar- 
lets,  such  as  rice,  jute,  crude  rubber,  cocoa  beana^  hides  and  skint,  and  m  teth." 
(p.  195). 

Very  truly  yours,  *        «r  «  « 

W.  P.  Heddkn, 

Chief,  Bureau  of  Commerce, 

Th4  Fori  of  New  York  Aulhoritjf, 

Mr.  CuLUSN.  Congressman  Brunner  wishies  to  make  a  very  short 
statement  to  the  opminiUee*  Mr.  Brunner,  we  should  be  ^ad  to  hefur 
yon  ai  thb  time.  . 
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STATEMENT  OF  HON.  WILIIAM  F.  BBUNNER,  REPRESENTATIVE 
IN  CONGRESS  FROH  THE  STATE  OF  NEW  TORK 

Mr.  Brunner.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  want  to  express  my  sentiments  in  favor  of  this  legislation,  having 
in  mind  the  millions  of  dollars  that  the  Government  has  spent  in 
Jamaica  Bay  and  millions  that  the  city  has  spent  in  docking  facili- 
ties there,  and  having  in  mind  that  it  may  be  designated  as  one  of 
the  free  ports  established  under  this  legislation. 

Mr.  CuLLEN.  We  are  much  obliged  to  you,  Mr.  Brunner. 

The  next  witness  is  Mr.  Franlv  S.  Davis,  manager  Maritime 
Association,  Boston  Chamber  of  Commerce. 

STATEMENT  OF  FRANK  S.  DAVIS,  MANAGER  MARITIME  ASSO- 
CIATION, BOSTON  CHAMBER  OF  COMMERCE,  BOSTON,  MASS. 

Mr.  Davis.  Mr.  Chairman,  my  name  is  Frank  S.  Davis,  and  I  am 
manager  of  the  Maritime  Association  of  the  Boston  Chamber  of 
Commerce.    I  appear  here  on  behalf  of  that  organization;  also  orf 

behalf  of  the  Boston  Port  Authority,  of  which  I  am  a  member. 

The  Boston  Port  Authority  is  an  unpaid  commission  of  5  members, 
3  being  appointed  by  the  mayor  of  Boston,  and  2  by  the  Governor  of 

Massachusetts. 

Mr.  CuLLEN.  Mr.  Davis,  may  I  interrupt  you  long  enough  to  ask, 
is  the  Port  Authority  of  Boston  regulated  by  any  board  of  Massa- 
chusetts, or  is  it  a  local  organization? 

Mr.  Davis.  It  is  under  the  State  law. 

Mr.  CuLLEN.  Along  the  lines  of  the  New  York  Port  Authority? 

Mr.  Davis.  No.  It  has  a  limited  authority  and  it  functions  largely 
as  an  investigating  and  advisory  body.  Authority  is  somewhat  com- 
parable with  that  of  the  New  York  Port  Authority,  as  vested  in  the 
department  of  public  works  of  the  State. 

This  Boston  Port  Authority  is  about  3  years  old.  The  purpose  of 
the  organization  was  to  investigate  just  such  matters  as  you  have 
here  under  discussion  and  to  make  a  report  and  reeommmidation. 

Mr.  McCoRMACK.  They  have  no  power  to  issue  bonds? 

Mr.  Davis.  None  whatever. 

Mr.  McCoRMACK.  It  is  an  advisory  public  body? 

Mr.  Davis.  That  is  right;  largely  advisory.  It  may  initiate  and 
carry  on  mv  estigations  of  rates  before  regulatorv  bodies.  They  mayf 
institute  such  investigations  and  they  may  participate  in  themi 
But  largely,  as  you  have  said,  it  is  an  advisory  body  with  limited 
authority. 

The  Maritime  Association  is  an  organization  of  about  200  members, 
including  leading  banks  and  financial  institutions,  some  of  the  prin- 
cipal manufacturers  in  New  England,  and  practically  all  of  the 
shipping  concerns  of  New  England;  exporters  and  importers  and 
many  of  the  business  liouses. 

May  I  digress  for  just  a  moment  to  mention  that  Mr.  Henry  I. 
Harnman,  whose  statement  yau  m&j  have  heard  here  this  morning, 
and  who  is  president  of  the  United  States  Chamb^  of  Commerce,  is 
one  of  the  leading  citizens  of  Boston  and  has  been  president  of  the 
Associated  Industries  of  Massachusetts,  an  oiganization  of  some 
]  ,100  manufacturers  in  Massachusetts. 
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We  have  appeared  here,  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee, at  various  times  on  free  port  legislation  since  1913.  It  re- 
molds me  somewhat  of  Mark  Twam's  remark  about  the  weather.  I 
want  to  thank  you  for  the  opportunity  to  appear  here  to-day  and  to 
speak  again  m  support  of  the  pending  legislation.  It  would  enable  the 
business  interests  of  the  country  to  do  what  they  would  like  to  do  and 
what  they  have  said  they  want  to  do  at  every  hearing  in  which  I 
have  had  the  pleasure  of  participating. 

I  can  think  of  not  one  commercial  or  business  organization  in  this 
country  that  has  not  at  some  time  or  other  put  itself  on  record  as 
favoring  the  enactment  of  this  enabling  legislation.  We  in  Boston — 
I  have  to  refer  to  Boston,  Mr.  Chairman,  to  illustrate  my  point,^  be- 
cause that  is  the  port  with  which  I  am  most  famihar,  more  familiar 
than  with  some  of  the  others  

Mr.  Vinson  (interposing).  It  is  a  good  port,  is  it  nat? 

Mr.  Davis.  It  used  to  be  a  good  port  and  it  would  be  again  if  this 

ledslation  is  passed.  .       ,  ,  i.  .  i. 

Air.  McCoBMACK.  If  jou  pass  this  kind  of  a  bill  and  left  it  to  the 
discretion  of  some  individual  in  Washington  whether  or  not  a  free 
port  should  be  established  in  Boston,  you  may  never  have  a  free 
port  in  Boston;  and  I  am  thinking  of  my  experience  with  differentiids 
m  that  connection. 

Mr.  Davis.  That  is  what  put  it  on  the  bUnk,  as  you  know. 

Mr.  McCoRMACK.  And  it  might  put  this  on  the  blink  if  you  would 
have  one  individual  in  Washington  to  say  that  this  port  shall  be 
established  here,  but  not  there. 

Mr.  Davis.  I  thoroughly  agree  with  you.  We  have  a  very  im- 
balanced  situation. 

I  want  to  speak  along  three  lines,  gentlemen.  One  is  the  value 
of  this  from  a  port  angle;  the  second,  the  value  from  a  shipping  angle; 
and  the  third  from  the  standpoint  of  true  econonay.  There  are 
several  kinds  of  economy.  It  seems  to  me  as  a  busineto  man  it*  is 
not  always  true  economy  to  cut  appropriations  and  cut  salaries  and 
all  that  sort  of  thing.  Sometimes  when  you  can  make  an  investment 
of  a  few  hundred  dollars  and  have  a  profit  of  thousands,  that  is  pretty 
wise  economy. 

The  Government  has  exjpended  on  the  port  of  Boston  and  iti 
channels  and  navigation  faolides,  using  that  still  as  an  illustration, 
something  like  thirteen  or  fourteen  milUon  dollars  in  all  time.  It  is 
a  natund  tieaport.    It  is  only  6  miles  from  the  open  ocean. 

The  State  of  Massachusetts  has  invested  in  the  port  of  Boston 
$23,000,000  in  channels  and  water-front  facilities. 

It  is  one  striking  instance  of  local  cooperation,  far  exceeding 
anything  asked  of  the  Government  in  the  way  of  improving  faciUties 
of  the  port. 

Now,  due  to  the  artificial  barriers  that  Congressman  McCormack 
has  mentioned,  the  rates  we  have  been  contesting  before  the  Inter- 
state Commerce  Commission  and  others,  differential  treatment  to 
other  ports  and  localities,  the  commerce  of  the  port  of  Boston  has 
become  very  unbalanced.  We  have  foreign  imports  of  something 
like  two  and  one-half  million  tons  a  year  and  our  foreign  exports  have 
dwindled  from  1,000,000  tons  a  year  to  260,000  tons  a  year.  It 
is  a  very  unbalanced  situation. 


oil  MBBioN  TMjjm  aovw 

Now,  how  does  that  aflFect  shippmg?  We  have  some  very  fine  lines 
that  have  established  trade  routes;  I  am  referring  to  the  American 
merchant  marine  and  the  routes  established  by  the  Shipping  Board. 
Formerly,  when  we  had  a  balanced  situation  as  between  exports  and 
imports,  exports  being  about  the  same  as  imports,  these  ships  could 
come  in  with  their  cargoes  and  they  could  get  an  outbound  load  for 
the  same  boat.  If  you  will  investigate  the  situation  as  it  is  now,  if 
you  will  require  the  Shippmg  Board  to  make  a  report  to  you  on  that 
situation,  you  will  find  that  it  is  necessary  for  Shipping  Board  steamers 
to  come  into  Boston,  which  is  a  very  good  inbound  port,  and  then  have 
to  coast  all  along  the  seaboard,  New  York,  Baltimore,  Philadelphia, 
and  elsewhere  to  pick  up  sufficient  cargo  to  ^et  an  outbound  load. 
That  is  all  exceed&g^  expensive  in  the  operation  of  ships. 

The  Shipping  Board  report  on  foreign  trade  zones  is  a  very  compre- 
hensive document.  Now  we  up  in  MassaelHiaetts  have  gone  pretty 
far  in  this  thing.  We  have  hoped  at  various  times  in  the  past  decade 
that  legislation  that  would  enable  the  local  autboniies  or  private 
interests  at  these  local  ports  to  go  ahead  and  estabUsh  free  ports 
and  try  them  out,  would  be  passed,  and  the  State  of  Massachusetts 
went  to  the  expense  in  December,  1925,  based  on  the  auihonty 
of  a  resolve  passed  by  the  legislature  (we  know  it  as  our  general 
court),  requiring  the  Department  of  Public  Works  to  make 
an  investigation,  report  and  recommendaton,  and  there  it  is — a 
document  of  44  pages  [exhibiting].  It  is  ''Massachusetts  Senate 
No.  30,  December,  1925.  Report  of  the  department  of  public  works 
relative  to  establishment  of  a  free  port  within  the  port  of  Boston." 
It  goes  into  the  subject  very  exhaustively.  They  mention  the  fact 
that  at  that  time  there  were  17  manipulating  warehouses  in  the 
Boston  distri^. 

Mr.  Cmum.  Mr.  Davis,  somethuiff  has  developed — I  have  not 
asafd  the  question  asked  to-day— and  what  is  your  opinion  about 
unu^glmg,  theft,  and  tlM  substitution  of  goods?  Could  that  be 
possible  in  a  foee  zone? 

Mr.  Davis.  I  think  it  would  be  less  possible;  beeaose,  as  has  been 
suggested  vwy  h^uUy  by  Mr.  Hedden,  the  preceding  witness, 
that  a  free  port,  or  forei^-trade  zone,  coidd  be  policed  better  fhm 
is  now  possible  in  these  different  bonded  waTshoiitiai 

Mr.  CuLLEN.  That  is  your  opinion? 

Mr.  Davis.  Yes,  sir;  because  the  present  warehouses  are  so  scat- 
tered and  because  it  would  be  a  mueh  more  simple  matter  to  police 

such  an  area. 

Mr.  CuLLEN.  In  other  words,  it  would  be  coniined  to  this  area? 

Mr.  Davis.  Yes,  sir. 

Mr.  CuLLEN.  And  would  be  policed  in  order  to  protect  the  Govern- 
ment and  the  merchants  themselves? 

Mr.  Davis.  Yes,  sir;  and  such  pohcing  would  be  a  very  simple 
matter. 

Mr.  McCoRMACK.  Do  not  you  think,  Mr.  Davis,  if  there  is  any 
teal  demand  for  the  free  port  and  the  transshipment  busmess  justifies 
It,  that  the  business  men  would  be  uiterested  and  willing  to  invest? 

Mr.  Davis.  They  are,  Mr.  Congressman.  I  do  not  know  but 
what  present  conditions  might  make  them  hesitate  a  bit,  but  they 
are  ready.  As  you  well  know,  there  is  a  group  down  in  Quincy  Bay 
ready  to  go  ahead,  and  tiiere  is  also  a  group  interested  in  Bquantum, 
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in  Dorchester  Bay,  ready  to  go  ahead,  and  they  are  awaiting  this 
legislation — private  interests. 

Mr.  McCoRMACK.  Unless  you  do  that,  every  port  along  both 
coasts  is  goin^  to  demand  that  the  State  or  cif^  make  the  capital 
investment  without  regard  to  whether  the  business  justifies  it,  or 
not?  In  other  words,  there  will  be  a  hysteria  and  repetition  of  a 
lot  of  capital  investments  much  like  some  of  them  made  prior  to 
1929,  where  they  should  not  have  been  made,  and  the  local  taxpayers 
are  now  burdened  not  only  with  the  interest  on  the  capital  invest- 
ment, but  the  operating  expenses  of  the  so-called  public  improve- 
ment which  really  should  not  have  been  made? 

Mr.  Davis.  I  think  that  is  absolutely  sound  and  I  think,  further, 
unless  ])rivate  interests  have  faith  enough,  in  what  they  are  coming 
here  and  proposing  to  you  gentlemen,  to  put  their  money  in  it  and 
carry  it  through,  provided  you  give  them  the  authority,  they  should 
not  have  the  privilege.  It  is  up  to  them,  l)ut  it  is  good  business.  In 
Boston  they  say  that  the  best  site  for  a  free  port  there  is  what  is 
known  as  the  Boston  Army  base.  That  is  the  biggest  overseas  pier 
on  the  Atlantic  seaboard.  It  is  a  war  terminal  erected  by  the  Gov- 
ernment at  a  cost  of  twenty-four  or  twenty-five  million  dollars.  If 
you  w^  examine  the  Shipping  Board  reports,  you  will  see  they  get 
a  modest  return  from  that  investment  of  $24,000,000.  That  is  an 
ideal  location  for  a  free  port.  Then  we  have,  as  the  Congressman 
well  knows,  at  Squantum,  in  Dorchester  Bay,  what  is  known  as  the 
Victory  plant,  in  the  control  of  the  Navy — a  wai-  industry  established 
by  the  Government  for  the  purpose  of  building  destroyers,  that  cost 
something  like  $14,000,000.  The  Government  is  getting  no  com- 
mensurate return  on  these  tremendous  facilities.  This  enabling  legis- 
lation would  immediately  make  the  facilities  exceedingly  attractive, 
for  they  are  outstanding  opportunities  for  an  enterprise  of  this  kind. 
That  is  economy  in  my  way  of  thinking. 

1  thank  you,  Mr.  Chairman. 

Mr.  CuLLEN.  Is  the  Government  availing  itself  of  those  faciUties 
you  are  speaking  about  in  Boston,  or  are  they  lying  idle? 

Mr.  Davis.  No,  sir;  a  part  of  the  Boston  Army  base  is  leased  to 
private  interests.  It  was  originally  under  the  control  of  the  War 
Department,  and  the  War  Department  turned  a  portion  of  it,  the 
wharves  and  piers,  over  to  the  Shipping  Board,  and  the  Shipping 
Board  has  leased  that  portion  to  private  interests.  Another  part  of 
it  is  used  as  the  headquarters  of  the  First  Army  Corps  Area,  and  there 
is  a  tremendous  warehouse  included  in  that  part  of  the  property  that 
is  still  in  the  direct  control  of  the  War  Department.  When  the 
Leviathan  is  docked  right  along  side  of  it,  in  the  biggest  drydock  in 
this  hemisphere,  the  dock,  the  Leviathan,  and  the  whole  business 
looks  like  a  pigmy  along  side  of  that  warehouse. 

Mr.  CuLLEN.  Yes;  I  was  down  there. 

Mr.  Davis.  It  is  a  tremendous  facility. 

Mv  Ti^LLEN.  Do  not  the  ships  under  private  ownership  or  leased 
by  the  Shipping  Board  use  those  docks  for  their  business  there,  like 
the  American  Republic  Line  and  the  American  Export  Line? 

Mr.  Davis.  The  Republic  Line  does. 

Mr.  CuLLEN.  The  American  Republic  Line  goes  into  the  port  of 
Boston? 

Mr.  Davis.  The  American  Republic  Line  does  use  it ;  yes,  sir. 
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Mr.  CuLLEN.  Do  not  they  use  those  fadlities  there  that  are  prac- 
tically owned  by  the  Government? 

Mr.  Davis.  The  American  Republic  Line  does;  yes,  sir. 

Mr.  Watson.  Would  you  favor  the  Federal  Government  going  into 
zone  operation? 

Mr.  Davis.  No,  sir. 

Mr.  Watson.  Correct. 

Mr.  Davis.  I  would  favor  it  to  this  extent:  I  would  certainly 
favor  the  enactment  of  enabling  legislation  that  would  permit  the 
utilization  of  that  Government  property  as  a  foreign-trade  zone  and 
thereby  make  it  more  attractive  to  any  prospective  lessee. 

Mr.  Watson.  But  you  would  not  favor  Federal  appropriations  to 
sustain  the  zone? 

Mr.  Davis.  I  would  not.  I  do  not  favor  any  appropriation  by  the 
Government  

Mr.  McCoRMACK.  If  I  understand  you  correctly,  if  the  public- 
spirited  citizens  of  Boston  interested  in  foreign  trade  were  permitted 
to  cooperate,  for  example,  then  if  they  comd  make  a  satisfactory 
arrai^ement  for  the  lease  of  that  area  there  and  pay  a  rental  for  it, 
that  is  what  you  had  in  mind,  I  assume? 

Mr.  Davis.  That  is  exactly  it. 

Mr.  McCoRMACK.  But  so  far  as  the  Gov^nment  itself  doing  it, 
why  you  would  oppose  that? 

Mr.  Davis.  Yes.  And  if  they  had  this  privilege  of  utilizing  that 
for  a  foreign- trade  zone,  it  would  immediately  make  that  property 

far  more  attractive  to  any  private  group. 

Mr.  McCoRMACK.  If  you  had  private  business  men  whose  business 
was  affected,  interested  in  a  zone  of  this  character,  is  it  not  natural 
to  assume  they  are  more  concerned  about  its  success  than  if  they 
are  simply  lessees  of  some  public  body? 

Mr.  Davis.  Why,  of  course  it  is;  yes,  sir." 

Mr.  McCormack.  Suppose  the  city  of  Boston  established  a  zone 
there,  that  would  probably  require  a  capital  investment  of  twenty 
to  thirty  million  dollars  in  the  buying  up  of  land  along  the  water 
front  in  £ast  Boston,  or  South  Boston,  or  Boston  proper,  or,  if  you 
go  further  down  to  Squantum,  the  purchasing  of  land  there  along 
the  Dorchester  water  front,  Dorchester  Bay;  with  the  dredging, 
and  so  forth,  it  would  require  a  capital  investment  of  many,  many 
millions  of  dollars? 

Mr.  Davis.  Yes,  sir. 

Mr.  McCorb£ack.  And  if  the  dty  of  Boston  were  to  do  that  and 
any  one  of  those  steamship  companies  were  to  make  a  5  or  10  year 
lease  and  found  it  was  not  paymg,  at  the  end  of  their  lease  they 
\vould  not  renew  the  lease  and  the  ci^ital  investment  would  fall 
right  back  on  the  taxpayers? 

Mr.  Davis.  Yes,  sir. 

Mr.  Watson.  Do  you  think  the  free  zone  would  be  self-sustaining? 

Mr.  Davis.  I  do.  I  think,  sir,  that  it  is  worth  a  trial.  We  have 
been  talking  about  it  for  20  years,  without  trying  it  out,  and  why  fear 
trying  it  out?  What  harm  can  it  do?  If  it  is  a  good  business,  suppose 
it  did  succeed,  would  it  not  be  a  good  thing;  would  it  not  be  a  first- 
rate  thing  to  put  some  of  the  unemployed  who  are  walking  the  streets 
of  Boston  to  work?  We  are  raismg  $5,000,000  for  a  welfare  fund 
ri^t  now;  and  it  is  getting  to  be  tremendoiisly  burdensome.  How 
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much  better  it  would  be  if  those  men  could  be  put  to  work  right  on 
the  water  front,  and  some  are  high  type  of  men. 

Mr.  Watson.  Anything  that  would  aid  in  this  depression,  I  would 
be  in  accord. 

Mr.  Davis.  We  need  it.  I  just  want  to  allude  to  one  more  thing — 
our  merchant  marine.  I  do  not  think  we  realize  what  splendid  men 
we  are  bringing  out  of  it.  Why,  on  the  27th  day  of  this  month. 
Governor  Ely,  Mayor  Curley,  and  other  prominent  men,  particularly 
Gyles  C.  Stc^dman,  of  Boston,  are  joining  in  a  public  testimonial  to  a 
young  American  captain,  a  35-year-old  sea  captain,  who,  by  his  skill 
and  courage,  saved  22  survivors  of  the  British  steamship  Exeter  City 
in  mid- Atlantic  last  January. 

Why,  they  beat  all  the  world — these  yoimg  American  seamen— and 
they  are  the  men  who  would  be  our  mainstay  in  case  of  war.  Let  us 
do  something  for  them.  The  Shipping  Board  tells  you  that  a  free  port 
woidd  help  the  American  merchant  marine,  and  that  is  a  fine  thing. 
Why  Canada,  gentlemen,  is  putting  it  all  over  us.  Canada  is  getting 
onions  from  the  West  Indies  into  Halifax  and  sending  them  back 
to  Boston.  Think  of  that!  We  are  talking;  let  us  try  it  out.  That 
is  all  we  want  in  Boston.  I  will  dig  the  capital  up  and  we  won't  call 
on  the  Government  for  a  penny  of  help,  or  the  State  either.  There 
are  pubhc-spirited  men  there  ready  to  go  to  the  bat  on  this  thing. 

(The  subcommittee  thereupon  took  a  recess  until  2.30  o'clock, 
p.  m.) 

AFTER  RECESS 

The  subcommittee  reconvened  pursuant  to  the  taking  of  the 
recess,  Hon.  Thomas  H.  Cullen,  presiding. 

Mr.  CuiXEN.  The  first  witness  this  afternoon  is  Mr.  Petersen. 
Eandly  give  your  name  and  address  to  the  stenographer. 

STATEMENT  OF  WALTER  J.  PETERSEN,  WASHINGTON,  D.  C, 
REPRESENTING  THE  PACIFIC  AMERICAN  STEAMSHIP  ASSOCI- 
ATION AND  THE  SHIPOWNERS'  ASSOCIATION  OF  THE  PACIflC 
COAST,  AT  SAN  FRANCISCO 

Mr.  Petersen.  Walter  J.  Petersen;  representmg  the  Paciiic  Amer- 
ican Steamship  Association  and  the  Shipowners'  Association  of  the 
Pacific  Coast,  at  San  Francisco. 

Mr.  Cullen.  Proceed,  Mr.  Petersen. 

Mr.  Petersen.  I  just  have  a  very  brief  statement,  Mr.  Chairman. 
We  have  no  objections  to  the  bills;  we  are  in  favor  of  them,  or  bills 
of  this  character. 

Mr.  Cullen.  You  are  in  favor  of  the  bills? 

Mr.  Petersen.  Yes,  sir. 

Mr.  C  ULLEN.  Either  one  of  them? 

Mr.  Petersen.  Either  one  of  them .  It  is  in  the  principle  of  the  bills 
we  are  mterested.  We  think  there  should  be  some  reservation  in  the 
bill  for  the  protection  of  our  coastwise  trade  and  we  are  proposing  an 
amendment  to  the  bill,  so  far  as  we  are  interested. 

In  relation  to  the  proposed  bills — H.  R.  4726  and  H.  R.  9206,  by 
Representative  Welch,  of  California,  and  Representative  Celler,  of 
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New  York,  respectively — the  Pacific  American  Steamship  Association 
and  the  Shipowners'  Association  of  the  Pacific  coast  state  as  follows: 

We  approve  the  bill  to  provide  foreign-trade  zones.  At  the  present  time  the 
customs  and  tariff  laws  of  the  United  States  have  no  provision  for  the  establish- 
ment of  free  ports,  and  no  State  or  community  may  enter  into  the  operation  of  a 
free  port  or  a  free  zone.  It  is  considered  that  if  the  proposed  bills  were  enacted 
into  law,  it  would  simplify  the  process  of  entry  and  clearance  by  equalizing 
inbound  and  outbound  traffic,  thus  tending  to  lower  the  export  rate  on  maritime 
goods  by  facilitating  dealings  in  foreign  products,  by  increasing  certain  manu- 
facturing, by  removing  the  present  time  restrictions  of  the  bonding  privileges,  in 
providing  space  for  exhibiting  foreign  goods  and  samples  so  that  tlie  American 
merchant  may  be  enabled  to  examine  his  imports  before  acceptance,  in  lowering 
the  cost  of  insurance,  and  guarding  of  goods,  in  enhancing  the  value  of  warehouse 
certificates  from  the  standpoint  of  duties  because  of  greater  police  and  fire  j^ro- 
tection  than  now  exists;  and  for  many  other  reasons  a  free  port  would  tend  to 
increase  and  expand  the  business  of  any  port  where  it  was  established. 

As  long  as  the  coastwise  trade  is  effectively  guarded,  we  believe  that  the  sug- 
gested law,  as  laid  down  in  these  bills,  ould  be  of  benefit  to  the  American  mer- 
chant marine  and,  so  as  to  adequately  j^rotect  the  coastwise  laws  of  the  United 
States,  we  suggest  the  following  amendment — 

This  is  to  be  inserted  on  page  4,  after  line  25  

Mr.  CuLLEX.  Of  which  bill^ 

Mr.  Petersen.  Of  the  Celler  bill,  page  4,  at  line  25,  after  the  word 

'Treasiirv'* — 

Provided,  however.  That  in^thing  in  this  act  shall  be  construed  in  any  manner  so 
as  to  |)ermit  \  essels  under  foreign  flags  to  carry  goods  or  merchandise  from  one 
foreign  trade  zone  to  another  zone  or  port  in  the  protected  coastwise  trade  of  the 
United  States. 

If  that  ])roviso  is  inserted,  Mr.  Chairman,  we  shall  be  very  glad  to 
support  the  bill.    I  think  that  is  all  I  have  to  say  about  it. 
Mr.  CuLLEN.  Are  there  any  questions? 

Mr.  Crowthek.  I  just  want  to  know  how  it  will  interfere.  What 
is  your  amendment  designed  to  do  and  what  is  the  interference  that 
you  suggest  to  cure  by  the  amendment?  Give  us  a  concrete  example, 
for  instance. 

Mr.  Petersen.  Suppose  there  were  a  free-trade  zone  established 
in  the  city  of  New  York  and  another  one  in  the  city  of  San  Francisco, 
and  supposing,  for  instance,  an  attempt  might  be  made  to  transport 
the  goods  in  the  free-trade  zone  of  New  York  in  foreign  vessels  to 
the  free-trade  zone  of  San  Francisco:  That  would  be  a  (listinctly  coast- 
wise transit,  and  to  prevent  foreiirn  fla^s  from  cngajrinir  in  that  trade 
is  the  reason  why  we  propose  the  amendment.  We  believe  there  is 
nothing  we  should  do  that  would  in  any  way  invade  our  coastwise 
laws. 

Mr.  Crowthek.  I  see;  you  want  to  see  that  no  foreign  ships  carry 
goods  from  one  free  i)ort  to  another,  in  simple  language? 

Mr.  Petersen.  Yes,  sir. 

Mr.  Cl  llen.  Within  the  United  States? 

Mr.  Petersen.  Within  the  United  States. 

Mr.  Crowther.  How  about  our  possessions? 

Mr.  Petersen.  Yes,  sir.  Of  course,  we  should  protect  our  pos- 
sesions also;  outside  of  that,  we  would  have  nothing  to  do.  That  is 
the  only  reason  we  have  for  appearing  here,  practically,  to  see  that 
our  coastwise  laws  are  protected. 

Mr.  Cuiil^N.  All  ri^ht;  I  thank  you.  At  this  point,  I  want  to 
announce  to  the  committee,  for  the  record,  that  I  hold  telegrams  here 
from  the  president  of  the  Staten  Island  Chamber  of  Conmierce,  L.  W. 
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Kaufmann,  in  favor  of  the  bill;  another  one  from  William  J.  Russell, 
president  of  tfie  Queensboro  Chamber  of  Commerce,  in  favor  of  the 
bill,  and  a  letter  from  Mr.  James  S.  Graham,  of  Graham-^ater  Co. 
(Inc.),  in  favor  of  the  bill. 

Now  we  will  hear  from  Mr.  Edwin  Lord,  of  the  Chaniber  of  Com- 
merce of  Jersey  City.  Give  for  the  record  the  ciqmcity  in  which  you 
appear. 

STATEMENT  OF  EDWIN  B.  LORD,  EXECUTIVE  VICE  PEESIDENT, 
JERSEY  CITY  CHAMBER  OF  COMMERCE 

Mr.  Lord.  Edwin  B.  Lord;  executive  vice  president,  Jersey  City 
Chamber  of  Commerce. 

Mr.  Chairman,  our  Conclusions  have  been  reached  as  a  result  of  a 
somewhat  extensive  study  of  the  problem  by  a  committee  known  as 
our  marine  terminal  committee.  This  study  was  presented  to  our 
board  of  directors,  and  their  rectHnm^Bdations  were  unanimously 
approved.  The  recommendations  are  that  we  approve,  in  principle, 
both  the  Celler  bill  and  the  Welch  bill.  We  have  no  objections  to 
insert  at  tliis  time  and,  as  a  basis  of  oiu:  study,  may  I  submit  a  brief 
which  includes,  Mr.  Chairman,  an  indoiB^ent  of  a  g^eral  plan  by 
the  mayor  of  Jersey  City. 

Mr.  CuLLEN.  You  have  that  permission. 

(The  brief  above  referred  to  is  as  follows:) 

The  subject  of  legislation  making  possilile  tlio  ostablishment  of  free  i)orts  or 
free  zones  has  engaged  tlio  attention  of  the  Jersey  City  Chamber  of  Commerce. 

In  response  to  a  communication  to  Hon.  Frank  Hague,  mayor  of  Jersey  City, 
in  whieh  W6  asked  the  mayor's  opinions  we  reodved  the  following  reply: 

Office  of  thb  Mayor, 

Jersey  City,  N.  J. 

Mr.  Edwin  B.  Lord, 

Executive  Vice  President  Jersey  City  Chamber  oj  Cofnmerce, 

Jersey  Cilyy  N.  J. 

Dear  Sir:  I  am  in  receipt  of  your  letter  of  the  13th  instant,  in  which  you  state 
that  the  matter  of  estabhshing  a  free  port  or  free  zone  in  this  country  is  coming  to 
the  front  so  rapidly  that  it  appears  to  you  that  Jersey  City  should  immediately 
take  active  steps  to  present  its  claims  for  the  establishment  of  such  a  free  port  or 
free  zone  in  this  city.  I  heartily  agree  with  the  chamber  of  commerce  that  Jersey 
City  should  be  in  the  foregound  in  any  action  whieh  may  be  taken  in  proposed 
project. 

The  establisiinient  of  a  free  port  or  free  zone  within  the  port  of  New  York 
district  has  been  periodically  suggested  and  advocated  during  the  past  30  years 
or  more.  Bills  were  mtroduced  in  Congress  from  time  to  time  to  permit  the 
creation  of  such  zones  or  areas  in  American  ports  but  no  action  resulted,  chiefly, 
it  appears  to  me,  because  of  lack  of  public  interest  in  the  question.  Its  import- 
ance did  not  seem  to  be  apparent. 

The  recent  suggestion  of  Dr.  Nicholas  Murray  Butler,  that  a  free  port  be  estab- 
lished in  New  York  Harbor  has  brought  this  matter  again  to  the  fore  and  very 
general  interest  has  l)een  created  in  the  metropolitan  area  and  beyond  in  the  pro-^ 
posed  project-  This  apparent  interest  in  a  new  presentation  of  the  old  plan  is 
undoubtedly  due  to  the  necessity  widely  ai3i)arent  to  the  o>oean  carriers,  railroads, 
and  the  industries  at  large  that  business  must  be  stimulated  in  the  ])()rts  of  the 
country,  including  New  York.  In  order  to  accomplish  this  every  etfort  must  be 
made  to  reduce  the  operating  costs  in  American  ports  so  that  additional  business 
may  be  attracted  to  them,  which  means  more  ships  entering  and  leaving,  more 
railroad  transportation,  more  manufactures,  more  employment. 

Free  ports  or  free  zones  have  long  been  proposed  as  a  benefit  to  American  com- 
merce because  the  facilities  and  advantages  provided  by  their  operation  should 
result  in  increasing  the  volume  of  merchandise  carried  in  American  ships  as  well 
as  ftttraet  foreign  bottoms  to  such  eeonomocaHy  operaited  iones. 
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The  results  of  an  investigation  of  the  subject  made  by  the  United  States 
Shipping  Board  in  1928  can  be  summarized  as  follows:  "The  free  port  encourages 

diversity  of  shippinEj  service.  It  attracts  vessels  from  the  smaller  countries  and 
from  countries  producing  mainly  raw  materials,  in  order  to  bring  these  com- 
modities together  in  a  common  market  place  for  further  distribution.  The  feeder 
lines  likewise  give  the  sefrvice  necessary  to  {dace  exports  in  these  countries. 

Advantages  to  the  exporter  are  therefore  not  confined  to  tl;e  ojjportunitv  to 
supply  all  the  goods  which  the  foreign  buyer  demands,  luit  thev  include'  the 
encouragement  of  facilities  and  service  for  reaching  these  markets  on  a  favorable 
basis. " 

The  general  business  conditions  in  New  York  Harbor  have  been  suoh  that  it 
seems  to  me  more  economic  operation  of  the  port  is  imperative.  The  geographic 
location  of  the  port,  the  bulk  of  the  ships  located  in  the  cast  side  of  the  Hudson 
and  New  York  Bay,  while  the  railroads  and  highways  to  the  interior  are  located 
on  the  westerly  or  continmital  aide  of  the  Hudson,  make  such  economic  operation 
a  difficult  problem. 

The  location  within  the  port,  on  the  continental  side  of  the  Hudson  of  a  free 
port  or  free  zone,  it  seems  to  me  would  go  far  to  bring  about  the  reduction  of  port 
operati(^n  cost  and  toward  a  general  solution  of  the  port  problem  as  it  was  pre- 
sented in  the  lighterage  controversy. 

Such  a  free  zone  or  free  port  must  necessarily  be  completely  articulated  with 
a  railroad  service.  This,  it  is  clear,  can  best  be  aeeomi^hed  on  the  New  Jersey 
side  of  the  Hudson  on  the  Hudson  River,  as  well  as  in  that  great  industrial  area, 
the  Hackensack  and  Passaic  Valleys  and  Newark  Bay.  In  this  latter  location 
can  be  provided  amplest  faciUties  for  rapid  discharge  and  loading  of  vessels 
rfi!«ctly  to  and  from  all  the  trunk  lines.  Ample  cheap  land  is  avilabTe  for  devel- 
opment of  industrial  or  manufacturing  plants  of  every  description. 

A  second  free  zone  or  free  port  area  can  be  established  at  the  mouth  of  the 
Hudson  on  the  Jersey  City  waterfront.  A  plan  could  be  worked  out  here  whereby 
the  oce&n  liners  of  the  largest  dimension  could  doek,  directly  discharging  thefr 
eargoes  into  an  adjacent  free  zone  area  containing  warehouses,  manufacturing 
buildings,  etc.,  or  to  its  local  consignee  or  to  the  railroad  traok  extoiding  upon  the 
pier  itself. 

Such  a  plan  would  serve  all  classes  or  vessel  or  business  entering  the  harbor. 
This  plan  would  materially  reduce  cost  of  discharge  or  loading  and  time,  which 
also  is  money.  Cost  of  construction  of  facilities  being  less  here  than  in  New  York 
City^  should  result  in  lower  pier  or  wharfage  rentals,  an  item  of  no  small  consid- 
eration to  steamship  companies,  especially  in  these  times.  In  short,  economy  in 
port  operation  must  be  brought  about.  It  seems  to  me  that  ^  establishment 
of  a  free  port  or  free  zones  on  the  continental,  the  New  Jersey  side  of  the  harbor 
is  a  goal  toward  which  New  Jersey  should  lend  its  aid. 

The  bringing  about  or  realization  of  such  a  project  requires  first  of  all,  action 
by  Congress  to  permit  the  establishment  of  tne  areas  m  United  States  ports. 
Section  9  of  Article  I  of  the  Federal  Constitution  states  or  declares  that,  "No 
preference  shall  be  given  bv  a  regulation  of  commerce  or  revenue  to  the  ports 
of  one  State  over  those  of  another. "  Bills  have  been  introduced  in  Congress, 
notably  in  the  past  session  to  overcome  this  condition,  so  far  without  result. 

Since  it  is  fundamental  that  congressional  action  is  necessary  b^ore  the  project 
of  the  establishment  of  a  free  port  or  free  zone  in  New  York  Harbor  can  be  realized, 
the  presentation  of  the  subject  matter  to  Members  of  Congress  by  the  Jersey  City 
Chamber  of  Ccnnmeree  wffll  materially  aid  to  safeguard  the  interests  of  Jersey 
City  in  the  project  by  presenting  the  advantages  of  the  location  of  such  a  free 
port  in  Jersey  City  on  the  continental  side  of  the  Hudson,  resulting  in  reduction 
of  cost  of  operation,  saving  of  time,  and  consequently  increase  in  American  ocean 
trade,  manufacture,  railroad  traffic,  and  general  employment. 

I  fully  agree  that  the  chamber  of  commerce  should  make  every  effort  to  bring 
about  necessary  congressional  action  along  these  lines,  and  assure  the  chamber 
that  in  such  effort  it  will  be  supported  by  the  city  administration  to  the  fullest 
extent. 

Very  respectfully, 

Fbamk  Hagus,  Mayor, 

Our  understanding  of  a  free  port  or  free  zone  such  as  we  maintain  should  be 
established,  is  a  district  in  or  adjacent  to  a  port,  within  which  the  customs 

authorities  do  not  enter,  but  confine  their  activities  to  guarding  its  boundaries 
and  imposing  the  usual  formahties  and  charges  upon  all  goods  which  leave  it  for 
the  interior.    It  is  designed  to  counteract  the  restrictive  eifects  of  customs  super- 
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vision  and  at  the  same  time  retain  all  the  protective  and  revenue  producfhg 
features  of  the  tariff  system .  It  should  consist  of  a  district  equipped  with  wharves, 
warehouses,  industrial  locations,  and  all  sorts  of  mechanical  devices  for  the  eco- 
nomical handling  and  transportation  of  merchandise. 

It  is  a  district  which  all  ships,  irrespective  of  flag  or  cargo,  may  enter  and  depart 
from  unmblested,  and  where  all  sorts  of  activity  in  commerce  and  industry,  in- 
cluding sorting,  refining,  grading,  mixing,  assembling,  and  selling  rnay  be  carried 
on  without  customs  charges,  supervisioTi,  or  formalities.  The  territory  set  aside 
as  a  free  port  or  free  zone  is  intended  to  be  a  great  market  and  the  center  for  the 
transshipment  trade  of  the  region. 

MOST  IMPOKTANT  SFFBCT  OF  A  FREE  PORT 

By  far  the  most  beneficial  and  far-reaching  effect  of  a  free  port  or  a  free  zone 

is  on  transshipment  trade,  hccanse  this  is  the  trade  which  is  hampered  most  by 
customs  restrictions  and  supervision.  yQommodities  entering  transshipment  trade 
are  frequently  shipped  in  large  quantities  and  at  a  narrow  margin  of  profit;  and 
for  this  reason  are  especially  benefited  by  any  advantage  which  decreases  costs, 
even  if  only  to  a  shght  degree.  In  a  free  port  or  a  free  zone  merchandise  may  be 
unloaded  from  the  inbound  ship,  placed  in  warehouses,  and  reshipped  at  a  future 
date  without  any  customs  formalities  whatsoever,  thus  eliminating  the  cost  and 
iSnojwnoe  of  the  formalities  connected  with  storing  goods  in  a  bonded  warehouse. 
yfTranssliipmonf  trade  is  also  carried  on  in  a  manner  which  differs  considerably 
from  ordinary  trade.  More  and  more  it  becomes  the  custom  to  sell  commodities 
while  they  are  still  on  the  water,  or  to  consign  them  to  some  port  of  the  region 
flif  (testination  for  sale  and  final  distribution  after  arrival.  This  practice  requires 
a  large  central  port  with  adequate  storage  space,  transfer  facilities  for  the  speedy 
handling  of  goods  in  transshipniont.  opportunity  for  unrestricted  division  and 
consolidation  of  shipments,  a  large  market  in  which  to  sell,  and  efficient  and 
far-reaohing  transpor^tion  system  for  distributing  merchandise  ta  ultimate 
destination  after  it  has  been  sold.  A  free  port  or  free  zone  with  its  great  freedom 
from  customs  supervisions  specialized  storage  facilities,  steamship  connections 
with  all  parts  of  the  world  and  its  low  charges,  offers  an  especially  strong  induce- 
ment for  transshipment  trade  to  center  there . 

TRANSSHIPMENT  PROnUCTS 

The  so-called  colonial  proflucts  such  as  rice,  coffee,  cocoa,  sugar,  cotton,  wool, 
rul)ber,  and  mahogany  are  fundamentally  transshipment  trade  products.  In 
other  words,  a  free  port  of  the  world's  trade  in  this  type  of  product  is  not 
carried  on  direct  from  ports  in  producing  regions  to  those  of  ultimate  con- 
sumption; and  during  the  shipment  of  such  products  cargoes  are  frequently 
divided,  consolidated  and  consigned.  Furthermore  the  shipment  and  sale  of 
such  commodities  are  peculiarly  benefited  by  the  facilities  of  a  free  port  or  a 
free  zone.  Owing  to  the  scarity  of  labor,  capital,  and  cheap  machinery  in  most  of 
the  countries  which  are  sources  of  these  products  and  also  because  they  can  usually 
be  shipped  more  economically  in  a  crude  state  or  in  bulk,  they  are  compelled  to 
seek  those  centers  where  they  can  most  cheaply  be  sorted,  cleaned,  refined,  graded, 
mixed,  and  repacked.  For  such  operations  a  free  port  or  a  free  zone  is  excellently 
adapted,  and  therefore  has  immense  adviuitages  over  the  ordinary  transshipment 
ceptfiT. 

A  great  center  for  merchandise  is  a  powerful  trade  magnet  and  in  producing 
such  a  center  a  free  port  or  a  free  zone  is  very  instrumental  in  increasing  the  com- 
merce of  a  port  as  a  whol^  A  large  and  active  free  port  or  free  zone  clearing 
house  for  the  world's  merchandise  guarantees  full  cargoes  to  all  vessels  entering 
it,  and  at  the  same  time  offers  a  market  to  which  vessels  can  bring  cargo  as  ballast, 
which  is  certain  to  be  sold  at  profitable  prices.  For  this  reason  a  free  port  or 'a 
free  zone  promotes  direct  steamship  service  with  ports  hitherto  reached  only  by 
transshipment  service  because  of  the  difficulty  of  obtainii^  full  cargoes  for  vessels 
bound  to  those  ports,  as  well  as  the  difficulty  of  disposing  of  parts  of  cargoes 
brouffht  from  them. 

k  free  port  or  a  free  zone  attracts  ships  on  account  of  the  absence  of  many  of 
the^'usual  formalities  and  the  charges  and  delays  connected  therewilBu)  For 
instance,  in  the  port  of  New  York  at  the  present  time  a  preliminary  permit  must 
be  obtained  before  a  ship  can  dock  and  discharge  its  cargo,  otherwise  24  hours 
must  ensue  from  the  time  of  obtaining  the  permit  to  the  time  of  discharging  the 
cargo.  A  6-month8  bond  for  $50,000  has  to  be  filed  with  the  customs  authorities 
and  this  entails  Bome  fonnality  in  addition  to  the  cost  of  the  bond,  although 
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preliminary  permits  are  almost  nlways  taken  out  by  steamship  lines  and  by  most 
steamship  agents  in  advance  of  the  arrival  of  the  vessel,  nevertheless  in  some  cases 
the  captain  obtains  his  preliminary  or  regular  permit  after  arrival,  and  this  incurs 
delay.  In  speaking  on  this  subject,  officials  of  steamship  lines  entering  the  free 
ports  of  Hamburg  and  Bremen  have  stated  that  the  dispatch  with  which  a 
vessel  can  enter  and  clear  the  German  free  ports  is  of  distinct  value  to  shipping 
lines. 

EFFECT  OF  A  FREE  PORT  ON  IMPORT  AND  EXPORT  TRADE 

To  so.i:e  extent  the  direct  import  trade  of  the  port  is  facilitated  by  the  free 
port  or  a  free  zone  on  account  of  lack  of  customs  formalities  and  regulations. 
For  instance,  in  the  Port  of  New  York,  if  the  importer  has  been  delayed  48  hours 
in  obtaining  the  necessary  papers  for  getting  his  goods  tiirough  customs,  the 
merchandise  is  sent  to  bonded  warehouses.  This  necessitates  the  formalities  and 
cost  of  getting  this  nrerchandise  out  of  the  bonded  warehouses  before  it  can  be 
slupped  to  the  interior. 

Indirectly  a  free  port  or  free  zone,  if  it  is  successful,  in  creating  transshipment 
trade  or  promoting  the  import  trade,  will  tend  to  bring  n  ore  vessels  to  the  port. 
This,  in  turn,  creates  additional  cargo-carrying  space,  which  is  the  reason  why 
exporters  will  seek  that  poijp 

It  is  claiii  ed  that  a  free  port  or  free  zone  is  of  direct  benefit  to  the  industries 
in  the  region  tributary  to  the  port,  because  of  the  great  raw  uiaterial  market 
which  it  creates.  This  raw  n  aterial  a  arket  gives  the  u.anufacturer  the  advantage 
<rf  a  nearby  source  of  supplies  which  may  be  obtained  more  easily,  more  quickly, 
and  more  cheaply  than  if  the  n  arket  did  not  exist. 

Furthermore,  the  raw  ti  aterial  created  by  a  free  jjort  or  a  free  zone  has  peculiar 
advantages  because  refining,  grading,  mixing,  and  siicilar  privilege  make  possible 
the  purchase  of  almost  any  grade  or  type  material  desired.  The  ordinary  manu- 
facturer, buying  in  a  sir.all  or  far-distant  market,  is  often  at  the  disadvantage  of 
being  compelled  to  purchase  material  in  inconvenient  quantities,  of  unsuitable 
grades,  long  in  advance  of  consumption,  and  without  the  opijortunity  of  personal 
inspection.  As  a  result,  such  a  purchaser  finds  it  a  serious  problem  to  purchase 
economically  just  what  he  needs  and  when  he  needs  it. 

If  raw  materials  are  purchased  at  a  free  port  of  free  zone  for  future  use  the 
payn.ent  of  custou^s  duties  may  be  deferred  by  storage  in  the  free  port  ware- 
houses, more  economically  and  satisfactorily  than  in  bonded  warehouses. 

The  experience  of  European  free  ports  has  shown  that  the  creation  of  industry 
in  a  free  port  is  a  n>inor  result  of  its  operation. 

Nevertheless,  a  free  port  or  free  zone  location  offers  great  advantages  to  n  anu- 
faeturers  producing  chiefly  for  the  foreign  market  and  uring  extensively  imported 
raw  materials  subject  to  a  duty;  and  such  n  anufacturers  will  avail  then  selves 
of  free  port  or  free  zone  locations.  A  free  port  is  also  an  advantageous  location 
for  plants  assembling  foreign-made  products  both  for  reshipment  and  for  sale  in 
customs  twritory. 

The  operation  of  the  European  free  ports,  both  large  and  small,  shows  clearly 
that  in  order  to  be  successful  a  free  port  or  a  free  zone  must  be  located  in  a  port 
advantageously  situated  for  transshipu  ent  trade,  and  it  is  also  shown  that  in 
Oid^  to  taken  all  advantage  of  free  port  or  free  zone  facilities,  a  p.ort  must  have 
efficient  equipment  and  well  coordinated  transportation  system.  This  is  true 
because  a  free  port  is  chiefly  a  mechanis  n  for  facilitating  trade  rather  than 
creating  it,  although  the  creation  of  trade  is  undoubtedly  an  itnportant  result. 

These  statements  concerning  the  effect  of  free  port  or  free  zone  facilities  on 
«<ttnmerce  and  industry  are  verified  by  the  experiences  of  the  free  ports  at  Hmu- 
burg,  Bremen,  Copenhagen,  and  at  minor  European  ports. 

Formerly  London,  Liverpool,  and  Hamburg  were  important  ports  for  the  col- 
leelion  of  South  American  products  and  their  distribution  to  the  United  8tates. 
For  example,  much  of  the  Brazilian  coflFee  reached  the  United  States  via  Hamburg. 
London  sold  us  quantities  of  Brazilian  rubber.  Our  manufacturers  and  importers 
purchased  Argentina  wool  and  hides  and  Peruvian  cotton  in  European  ports. 
If  a  great  transshipment  j^ort  and  central  market  is  created  here  in  which  surplus 
products  can  be  disposed  of  advantageously,  and  to  which  therefore  shippers  and 
carriers  all  bring  raw  material  from  all  over  South  America,  it  will  be  possible 
for  us  to  obtain  a  much  greater  ])ortion  of  these  products  direct  than  was  the 
case  formerly.  In  addition  to  making  more  direct  imports,  we  can  certainly 
become  as  efficient  in  serving  Europe  as  tlie  European  pcffts  have  beto  in  serving 
the  United  States. 
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On  the  other  hand,  if  a  great  market  for  South  American  raw  materials  is 

created  in  Jersey  City,  there  is  no  reason  why  it  should  not  distribute  even  in 
territory  served  by  the  European  ports. 

The  United  States  and  Canada  have  always  bought  great  quantities  of  Austra- 
lian, African,  and  far  eastern  raw  materials  in  European  ports.  For  illustration 
East  Indian  spices  have  been  purchased  extensively  through  Amsterdam;  London 
has  been  the  great  market  for  Australian  wool;  a  large  part  of  our  imports  of 
African  rubber  and  mahogany  come  through  Liveppool.  The  development  of  a 
great  free  raw  material  market  in  Jersey  City  would  to  some  extent  break  down 
the  power  of  the  European  ports  in  the  African,  Australian,  and  far  eastern 
trade. 

The  free  port  in  Hamburg  has  been  one  of  the  chief  factors,  if  not  the  greatest, 
in  developing  the  enormous  transshipment  trade  and  international  market  of 
that  city;  the  free  port  of  Copenhagen  has  developed  the  transshipment  trade  of 
that  port;  and  we  should  receive  as  valuable  benefits  from  the  creation  of  a  free 
port  as  Hamburg,  or  Copenhagen  for  in  other  respects  we  are  now  well  qualified 
to  develop  transshipment  trade. 

While  the  greatest  value  of  a  free  port  would  be  the  aid  given  in  develoy)ing 
this  ])nrt  as  a  transshipment  center  and  a  market  for  raw  materials  rivaling  those 
of  Europe.    It  would  also  have  other  beneficial  effects  which  should  be  considered. 

A  great  majority  of  aU  the  industries  of  this  country  using  foreign  raw  materials 
of  the  type  which  center  in  the  great  world  markets  are  located  in  territory 
tributary  to  Jersey  City.  All  of  those  industries  would  be  greatly  benefited  by 
the  creation  of  a  large  raw  material  market  in  the  port  of  New  York.  For 
instance,  the  great  tanners  of  Newark  demand  quantities  of  hides  from  almost 
every  part  of  the  world;  New  York  City  itself  is  the  greatest  refiner  of  sugar  and 
roaster  of  coffee  in  this  country;  New  England,  on  one  side,  and  Philadelphia,  on 
the  other,  are  both  enormous  consumers  of  wool;  the  New  York  metropolitan  dis- 
trict with  approximately  7.5  per  cent  of  the  total  population  of  the  United  States, 
and  the  district  lying  within  200  miles  of  New  York  City,  with  one-fifth  of  the 
total  population  of  the  country,  constantly  demand  great  quantities  of  such  food 
products  as  rice  and  cocoa,  which  the  experience  of  European  free  ports  has 
chosen  wiU  center  in  such  markets.  The  possibility  of  purchasing  such  materials 
cheaply  and  of  any  grade  or  type  desired  would  be  of  very  great  importance  to 
the  industries  and  food  consumers  of  this  district. 

In  presenting  this  bri^  we  desire  to  acknowledge  our  indebtedness  to  the 
Merchants  Association  of  New  York  City  for  much  of  the  material  embodied  in 
this  brief. 

Edwin  B.  Lord. 
Executive  Vice  President  Jerse^i  City  Chamber  of  Commerce. 

STATEMENT  OF  MAJOR  PHILIP  GUISE,  CITY  DEVELOPMENT 

ENGINEER  OF  JIR8IT  OITT,  N.  J. 

Major  Guise.  Mr.  Chairman  and  gentlemen,  I  will  present  a  very 
brief  statement  to  the  effect  that  Jersey  City  is  very  much  in  favor 
of  the  establishment  of  a  free  port  zone  witii^  the  port  of  New  York 
and  throughout  the  cx)untry  generally;  because  we  think  conditions 
are  more  or  less  the  same  throughout  the  country.  We  think, 
fundamentally,  that  the  result  would  be,  for  example  in  the  harbor 
of  New  York,  to  greatly  facilitate  the  rapid  entrance  and  clearance 
of  vessels,  thereby  attracting  more  shipping  to  the  port. 

Mr.  CuLLEN.  May  I  ask  you  a  question  there:  Do  not  you  cooper-'- 
ate,  the  State  or  city  of  Jersey,  with  the  New^  York  Port  Authority? 

Major  Guise.  Oh,  yes. 

Mr.  CuLLEN.  Have  not  you  a  similar  act  in  New  Jersey  passed  by 
your  State  legislature,  or  did  the  act  of  the  State  of  New  York  providJe 
for  cooperation  with  New  Jersey? 

Major  GuiSB.  The  act  <»eating  the  port  authority? 

Mr.  CuLiiCN.  Yea. 

Major  Guise.  Why  the  port  authority  is  a  bi-«tate  body  consisting 
of  aeomnissiati,  I  Ihink  ol  12f  6  of  whoia  are  &om  New  Jersey  ana 
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6  from  New  York,  the  present  chainnaa  of  which  is  a  New  York 

man. 

Mr.  C  ULLEN.  I  have  some  knowledge  of  the  act  passed  by  the 
legish^tiire  of  my  State,  but  I  just  wanted  that  for  the  record. 

Major  Guise.  The  act  was  passed  by  both  legislatures.  It  is  a 
bi-state  body.  As  I  say,  the  fundamental  result  of  creating  a  free 
zone  or  port  would  be  to' facilitate  the  rapid  entrance  and  discharge 
of  vessels  without  the  necessity  of  very  close  supervision  and  exam- 
ination by  customs  inspectors  of  all  the  various  commodities  on  such 
a  ship,  necessarily  delaying  her,  thus  enabling  the  ship  to  get  out 
very  much  quicker.  And  that  is  a  very  great  factor  in  the  cost  of 
operation.  One  day's  delay  of  one  of  these  big  ships  costs  a  lot  of 
Jmrny^  as  brought  out  by  Mr.  Hedden  as,  for  instance,  when  you 
figure  that  a  big  ship  coming  in  from  South  America  and  entering 
such  a  zone  can  save  from  $1,000  to  $5,000. 

Mr.  CuLLSN.  Thatisinthematterof  the  dispatch  of  the  steamship? 
Major  Guise.  Yes. 

Mr.  CuLLEN.  Which,  of  course,  is  a  very  important  thing.  I  have 
some  knowledge  of  that  in  the  port  of  New  York. 

Major  Guise.  Yes.  We  think  that  is  really  the  fundamental  of 
the  situation.  In  New  York  City  the  port  operation  is  quite  expen^ 
sive — very  expensive.  This  is  due  greatly  to  the  geographical  loca- 
tion of  the  port.  Most  of  it  has  been  developed  on  Manhattan 
Island,  on  the  east  side  of  the  Hudson.  Be  that  as  it  may,  the 
investigations  of  the  port  authority,  who  have  gone  very  much  into 
detail,  have  brought  out  that  it  is  a  very  costly  operation.  Now, 
then,  if  you  facilitate  the  entrance  of  these  ships  and  rapid  discharge 
of  their  cargo  so  that  they  can  get  out  quickly,  you  are  going  to  attract 
shipping  to  the  port  of  New  York  or  any  other  port.  And  what  we 
are  mostly  concerned  within  Jersey  City  is  to  provide  work  for  our 
people  who  have  nothing  to  do,  which,  we  thmk,  could  be  brought 
about  more  quickly  by  speeding  up  the  operations  of  the  port  of 
New  York  than  in  any  other  way. 

I  am  not  prepared  to  go  into  a  lot  of  technical  detail  on  this  ttnig, 
but  I  think  that  really  sums  up  dtuatMxn. 

Mayor  Hague  feels  that  with  such  a  free  port  established  on  the 
continentid  side — I  hesitate  to  talk  about  the  location  for  this  thing, 
because  it  is  for  the  port  of  New  York  and  that  matter  can  simp^ 
be  left  to  the  future,  after  the  right  to  establish  a  free  port  has  been 
created  by  action  of  Congress;  but  since  locations  have  been  mentioned 
here,  I  would  like  to  point  this  out  to  your  body,  that  we  feel  such  a 
free  port  established  on  the  continental  side  of  New  York  Harbor,  the 
westerly  bank  of  the  Hudson,  where  contact  with  all  of  the  great 
trunk  lines  of  the  country  already  exists,  would  result  in  reducing 
the  port  operation  throughout  the  harbor,  saving  much  time  in  load- 
ing and  unloading  vessels  and  their  time  in  port,  which  is  the  impor- 
tant factor  with  the  steamship  companies.  They  want  to  get  in  and 
out  quickly.  There  the  ships  would  be  repaired;  they  would  be 
revictualed;  they  will  be  coaled;  they  will  receive  fuel  oil,  chandler 
stores,  and  innumerable  other  supplies.  Besides  that,  the  harbor 
fees,  the  Government  fees  for  entrance  and  cleaifance  of  all  these 
vessels,  would  be  an  additional  revenue  for  the  Qovtamieiit. 

By  creatbg  such  a  zone,  the  present  eumbersi^e  costly  method 
of  tmmim  to  txinded  warehouses,  wMch  involtet  thA  canying  of 
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this  merchandise  by  something  like  15,000  trucks  to  get  it  into  the 
warehouses,  and  to  take  it  out,  would  be  done  away  with.  Bonding 
would  be  unnecessary.  The  present  cumbersome,  costly,  slow,  ex- 
pensive method  would  be  modernized. 

What  you  accomplish  by  establishment  of  free  zone  or  port  is  the 
rapid  functioning  of  port  operation;  you  are  bringing  it  up  to  date,  and 
if  you  add  that  within  this  trade  zone  you  have  the  right  to  store, 
manipulate,  blend  and  do  more  or  less  work  upon  the  goods  or  mer- 
chandise entering  the  free  zone,  you  provide  ^Iditional  employment 
for  American  labor. 

To  what  extent  manufacture  should  be  permitted  is  a  question, 
I  think,  we  can  safely  leave  to  the  discretion  of  your  committee. 

Tt  seems  to  me  there  is  not  a  thing  we  can  lose  by  the  adoption  of 
this  legislation;  it  facilitates  the  port  operations  throughout  the  entire 
country  and,  on  behalf  of  Mayor  Hague  and  the  city  commission  of 
Jersey  City,  I  earnestly  hope  you  will  put  this  thing  through. 

Mr.  CuLLEN.  Mr.  Joseph  A.  Boylan,  representing  Commissioner 
McKenzie,  Department  of  Docks,  city  of  New  York,  has  attended 
the  hearings  to-day  and  desires  to  be  recorded  as  favoring  the  pro- 
posed legislation. 

Mr.  G.  H.  Pouder,  of  the  Baltimore  Association  of  Commerce, 
has  requested  permission  to  file  for  the  record  a  letter  indorsing  the 
proposed  legislation,  and,  without  objection,  the  letter  will  be  included 
m  the  hearings. 

(The  letter  referred  to  is  as  follows:) 

Baltimore  Association  of  Commerce, 

BaUimoref  Md.y  F^uary  17, 19SS, 

Hon.  Thomas  H.  Cullen, 

Chairman  Subcommittee  on  Foreign  Trade  Zone  Legislation, 

Ways  and  Means  Committee,  House  of  Representatives,  Washington,  D.  C. 
Dear  Sir:  With  permission  of  the  Hon.  Thomas  H.  Cullen,  chairman,  I  wish 
to  state  for  the  record  of  the  subcommittee  of  the  Ways  and  Means  Committee, 
considering  proposed  legislation  for  foreign  trade  zones,  that  this  organization, 
representing  foreign  trade,  shipping  and  general  commerce  interests  of  this  city, 
favors  the  principal  of  congressional  authorization  for  the  establishment  of 
foreign  trade  zones  at  ports  of  the  United  States.  We  believe  that  this  authori- 
zation should  be  granted  along  general  lines,  and  that  port  communities  and 
States  should  be  given  the  right  to  establish  such  zones,  if  deemed  wise  and 
desirable,  for  the  general  stimulation  of  the  shipping  and  foreign  trade  of  the 
united  States  and  of  the  maritime  and  trading  activities  of  the  respective  port 
cities. 

Very  truly  yours, 

G.  H,  PoUDER, 

Director  Export  and  Import  Bureau. 

(The  subcommittee  thereupon  adjourned  until  to-morrow,  Thurs- 
day, February  16,  1933,  at  10  o'clock  a.  m.) 
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THURSDAY,  FEBBUABY  16,  1988 

House  of  Representatives, 
Subcommittee  of  the  Committee  on  Ways  and  Means, 

Washington,  D.  C. 

The  subcommittee  met  at  10  o'clock  a.  m.,  Hon.  John  W.  McCor- 
mack  presiding. 

Mr.  McCoRMACK.  The  subcommittee  will  continue  its  hearings 
on  the  subject  of  the  establishment  of  foreign-trade  zones.  I  see  the 
distinguished  gentleman  from  Virginia,  Mr.  Lankford,  is  present.  I 
am  informed  the  gentleman  would  like  to  address  the  committee. 
We  will  be  glad  to  receive  the  benefit  of  his  profound  knowlec^. 

STATEMENT  OF  HON.  MENALCUS  LANKFORD,  A  REPRESENTA- 

Txv£  IN  cona&fiss  fkom  the  stats  of  vi&oinia 

Mr.  Lankford.  Mr.  Chairman  and  j^entlemen,  I  am  very  much 
obliged  to  the  committee  and  I  should  like  to  take  this  opportunity 
of  expressing  my  appreciation  of  this  opportunity  to  say  a  few  words 
in  support  of  this  very  remedial  measure. 

I  speak  for  the  port  of  Hampton  Roads  and  the  State  of  Virginia. 
This  IS  a  matter  that  has  been  before  our  Staibe  and  out  port  for  a 
gpreat  many  years.  I  want  to  say  that  we  indorse  this  measure,  or 
the  principle  embodied  in  either  one  of  the  two  bills  before  you: 
either  the  Celler  bill  or  the  Welch  bill.  We  indorse  the  general 
principle  most  heartily. 

We  have  always  felt  that  the  principle  of  foreign- trade  zones,  if 
carried  into  practice,  would  be  extremely  helpful  to  coastal  areas. 

These  coastal  areas  are  thickly  populated,  as  the  chairman  knows. 
There  is  a  dearth  of  labor.  All  of  us  believe  that  the  establishment 
of  these  foreign-trade  zones  on  the  coast  would  be  the  means  of 
reviviuix  those  entire  sections. 

^^  e  are  facing  chanj^ing  conditions  in  the  world  to-day.  I  do  not 
suppose  anyone  knows  what  the  next  10  3'cars  is  going  to  bring  forth. 
You  know  what  conditions  are  to-day.  It  does  seem  to  me  that 
there  could  ])e  no  possible  harm  in  granting  this  privilege  to  those 
who  want  to  establish  foreign-trade  zones.  There  are  some  w^ho  have 
wanted  to  do  this  for  a  long  time. 

It  will  give  great  encouragement  to  those,  especially  in  sections 
where  it  is  possible  to  use  them.  Labor  is  now  cheap.  It  may  be 
the  means  of  creating  a  very  large  industrv.  I  do  not  see  how  it 
could  i}rovide  competition  for  any  local  inaustries  or  any  domestic 
industries,  because  as  I  understand  the  provisions  of  the  bill,  there 
is  no  provision  made  for  manufacturing.  The  bill  provides  simply 
for  assembling  material  as  it  comes  in  and  then  sending  it  out  to  some 
foreign  nation. 
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The  establishment  of  free  zones  or  foreign-trade  zones  at  Hamburg 
and  Bremen  is  the  reason  for  the  success  of  those  ports.  They  have 
had  them  there  for  many  years. 

It  does  seem  to  me  that  this  is  an  opportune  time  for  us  to  establish 
them  in  this  country.  I  believe  it  would  be  a  great  encouragement 
to  the  country,  granting  this  opportunity  to  establish  these  ports. 
It  is  entirely  possible  that  it  may  be  the  means  of  a  revival  of  foreign 
trade. 

I  am  not  going  to  go  into  details  on  this  question,  Mr.  Cliairman, 
because  there  are  those  present  who  can  give  you  those  details  ]>etter 
than  I.  I  simjiiy  want  to  voice  the  approval  and  the  enthusiasm  of 
the  people  of  my  State  and  my  district  for  this  measure. 

Mr.  McCoRMACK.  These  bills  provide  for  the  use  of  public  funds 
in  the  estabhshment  of  these  foreign- trade  zones. 

Mr.  Lankford.  Do  you  mean  Federal  funds? 

Mr.  McCoRMACK.  No;  funds  to  be  provided  by  the  States  or  the 
local  subdivisions  thereof.  Of  course,  these  are  rather  hard  times  and 
any  such  capital  investment,  if  made  out  of  public  funds,  would  have 
to  be  raised,  in  the  main,  by  taxation.  What  is  your  opinion  on  the 
matter  of  permitting  private  capital  to  engage  in  this  enterprise? 

Mr.  Lankford.  I  think  that  is  far  preferable;  in  fact,  I  would  not 
favor  the  use  of  public  funds  for  thk  purpose,  if  private  capital  can 
be  found. 

Mr.  McCoRMACK.  I  just  waiited  to  get  your  reaction  to  that  sug- 
gestion. 

Mr.  Lankford.  That  is  the  reaction  that  I  am  sure  you  would  get 
from  the  people  of  my  section  on  that  question. 

Mr.  Watson.  Do  you  think  you  could  get  private  capital  to 
invest  in  the  establishnient  of  such  a  foreign-trade  zone?  It  would 
cost  a  great  many  millions  of  dollars  to  establish  such  a  zone,  if  it 
were  comparable  to  Hamburg  or  Bremen.  Do  you  think  you  could 
interest  people  to  invest  private  capital  sufficient  to  carry  on  such  an 
enterprise? 

Mr.  Lankford.  I  think  there  would  not  be  the  slightest  difficulty. 
I  think  that  with  the  privileges  enumerated  in  the  bills  before  you,  you 
would  have  not  the  slightest  trouble  in  getting  private  capital  to 
invest.  I  have  been  in  touch  with  the  Bush  Terminal  people  for  some 
years,  trying  to  get  them  to  estabUsh  a  terminal  in  Norfolk.  If  this 
were  allowed,  I  am  sure  that  we  would  have  no  difficulty  in  obtaiidng 
funds  for  it. 

Mr.  Watson.  If  you  want  to  get  private  capital  to  invest  in  this 

enterprise,  I  think  it  would  be  necessary  to  extend  to  them  the  priv- 
ilege of  manufacturing,  in  addition  to  the  other  privileges  enumerated 
in  the  bill. 

Mr.  Lankford.  Personally  I  would  favor  including  the  right  to 
manufacture.  I  know  that  there  is  a  great  deal  of  objection  to  it.  I 
think  the  proposition  as  a  whole  is  so  important  that  I  personally 
would  be  willing  to  waive  the  manufacturing  privilege  for  the  present, 
to  see  how  it  works  out.  Of  course,  the  right  to  manufacture  would 
make  this  a  much  more  valuable  project.  But  outside  of  the  manu- 
facturing, I  believe  that  we  can  do  enough  foreign  trade  to  justify 
the  expense  of  any  capital  investment. 

At  any  rate,  I  see  no  objection  to  permitting  the  establishment  of 
the  fotiragn  trade  zones.   If  ihey  do  not  want  to  do  it,  there  is  no 
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harm  done;  that  is,  if  they  do  not  want  to  take  advantage  of  it.  But 
it  would  be  an  encouragement,  a  step  in  the  right  direction  toward 
world  devdopment.    I  think  it  would  be  very  helpful  at  the  present 

time. 

Mr.  Watson.  The  establishment  of  these  foreign  trade  zones  along 
the  coast  would  create  a  differential  in  their  favor  as  against  manu- 
facturers in  the  interior  part  of  the  country,  would  it  not? 

Mr.  Lankford.  That  is  what  the  manufacturers  say.  But  if 
those  goods  are  going  to  be  manufactured  in  some  other  country, 
and  we  can  have  them  manufactured  here  or  processed  here,  we 
would  get  the  benefit  of  the  employment  of  labor  in  this  country  by 
establishing  these  foreign-trade  zones.  I  do  not  believe  that  it  would 
hurt  the  domestic  manufacturer,  or  the  manufacturer  in  the  interior. 
The  goods  that  are  consumed  in  tliis  country  are  going  to  be  manu- 
factured by  domestic  manufacturers  anyway.  What  they  are  looking 
toward,  in  this  proposition,  is  world  trade. 

Mr.  Watson.  I  have  reference  to  the  manufactm-e  of  these  goods 
in  another  part  ot  our  country.  Let  us  say  that  there  is  one  factory 
in  Norfolk  and  another  one  in  Detroit  or  in  Chicago,  and  at  each  of 
these  points  there  is  estabhshed  a  foreign-trade  zone.  Because  of  the 
location  of  Norfolk  on  the  coast,  would  there  not  be  a  differential 
in  its  favor  as  against  the  interior  points? 

Mr.  Lankford.  Possibly  so. 

Mr.  Watson.  They  would  have  that  advantage  over  the  interior 

cities,  would  they  not? 

Mr.  Lankford.  These  goods  are  not  to  be  sold  in  this  country. 
Norfolk  might  have  the  advantage  for  Europe  but  Chicago  would 
for  Canada  and  the  Far  East.  They  are  to  be  sold  outside  of  the 
country.  If  they  are  sold  in  this  country  the  tariff  is  paid  on  them. 
But  the  raw  material  is  brought  in  here,  then  the  product  is  sold  to 
some  foreign  country.  The  chances  are  that  those  goods  would  be 
manufactured  and  sold  wholly  in  a  foreign  country  anyway. 

Mr.  Watson.  But  there  are  many  commodities  manufactured  in 
the  interior  to  which  that  argument  would  not  apply.  For  instance, 
furniture  is  manufactured  in  Michigan  from  wood  imported  from 
Canada.  If  there  were  a  foreign-trade  zone  aloi^  the  coast,  it  would 
have  an  advantage  over  those  manufacturing  points  in  Michigan, 
would  it  not? 

Mr.  Lankford.  As  I  understand  this  bill,  it  does  not  confine  this 
to  coastal  cities.  They  can  establish  one  of  these  zones  in  Chicago 
or  anywhere  else. 

Mr.  Watson.  That  is  true,  but  the  cities  along  the  coast  would 
be  more  likely  to  establish  one  of  these  zones  than  cities  in  the  interior? 

Mr.  Lankford.  I  think  that  is  true.  I  think  this  would  be  par-  t 
ticularly  for  the  benefit  of  coastal  cities. 

I  am  frank  to  sa}'  that  I  am  not  making  a  point  of  manufacturing 
at  this  time.  I  think  we  probably  should  try  this  out  and  see  how  it 
works,  mthout  manufacturing,  and  perhaps  include  that  latter. 

I  can  see  no  objection  to  establishing  this  principle.  I  think  it 
would  be  extremely  helpful  and  would  be  of  some  encouragement  to 
the  people,  considering  the  condition  they  are  in  now. 

Mr.  Crowther.  Mr.  Lankford,  you  can  do  pretty  nearly  all  these 
things  that  are  provided  in  these  bills  under  the  present  law,  can 
you  not? 
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Mr.  Lankford.  Doctor,  you  have  the  right  to  do  it,  in  a  way,  but 
it  is  very  complicated  and  I  do  not  believe  aU  of  the  benefits  are 
derived  that  could  be  derived. 

Mr.  Crowther.  I  think  the  principal  object  is  to  segregate  an 
area  and  be  relieved,  within  that  area,  of  customs  supervision. 

Mr.  Lankford.  It  makes  it  very  much  easier  to  operate.  Perhaps 
you  have  been  in  Hamburg  and  have  noticed  how  they  operate  ^ere. 
They  really  have  a  city  within  a  city.  Everything  that  goes  in  goes 
in  free.    It  is  very  much  easier  to  handle  those  goods. 

First,  we  visualize  a  gigantic  Atlantic  <k  Pacific  store  for  world 
trade  at  which  the  buyers  of  the  world  would  assemble  at  a  central 
place  to  make  their  purchases  of  world  products — not  only  would 
this  enable  us  to  trade  in  world  products,  but  we  could  mingle  with 
these  world  products  a  vast  quantity  of  American  products  as  well. 
Instead  of  a  buyer  combing  the  remote  markets  of  the  world  for 
these  commodities,  he  could  come  to  this  central  trade  zone  and  fill 
all  of  his  requirements. 

Seocmd,  it  is  impossible  to  engage  in  a  business  of  this  kind  under 
the  present  act.  Under  the  present  act  he  is  required  to  pay  the 
duty  upon  entry.  This  would  involve  millions  of  dollars  in  interest 
charges  if  business  was  carried  on,  on  a  laige  scale,  as  many  of  these 
goods  would  remain  on  the  shelves,^  as  it  were,  for  a  year  or  possibly 
several  years  before  the  rebate  could  be  coUected  from  the  Gov- 
mmient  and  during  which  time  interest  charges  would  accrue. 

I  will  endeavor  to  get  for  you  the  plan  of  the  Hamburg  operation, 
but  it  occurs  to  me  that  if  we  regard  these  trade  zones  as  an  island 
on  which  all  goods  are  assembled  we  need  only  guard  the  exit  for 
goods  entering  the  United  States  which  are  dutiable,  without  being 
bothered  with  the  goods  that  enter  the  island  in  which  tiie  customs 
authorities  are  not  interested. 

Those  are  the  thoughts  of  the  people  of  my  section  on  this  matter, 
Mr.  Chairman.  I  am  very  much  obliged  to  you  gentlemen  for  this 
opportunity. 

Mr.  McCoRMACK.  Thank  you,  Mr.  Lankford. 

We  will  hear  from  Mr.  Dow,  Acting  Commissioner  of  Customs. 

STATBMERT  OF  RANK  DOW,  ACTINe  COMHISSION£R  OF 
CUSTOMS,  TRBASUBY  DEPABTMSVT 

Mr.  M(  (  oRMACK.  Mr.  Dow,  we  shall  be  glad  to  reoeive  any  state- 
ment on  this  subject  that  you  may  wish  to  make. 

Mr.  Dow.  Mr.  Chairman,  the  Treasury  Department  has  alw^avs 
been  opposed  to  these  bills.  Senator  Jones  introduced  such  a  bill 
about  three  years  ago. 

I  have  no  prepared  statement  to  make,  Mr.  Chairman. 

Mr.  McCoRMACK.  Have  you  given  the  subject  matter  of  these  bills 
any  consideration? 

Mr.  Dow.  We  think  you  can  do  practically  all  those  things  now, 
under  existing  law. 

Mr.  McCoRMACK.  If  you  know,  what  are  the  reasons  for  the  posi- 
tion taken  by  the  Treasury  Depiartment? 

Mr.  Dow.  It  is  just  because  this  is  unnecessanr  l^islation.  You 
can  do  all  these  things  now  under  existing  law.  It  would  provide  an 
opportunity  for  smu^ling,  if  you  have  these  free  zones. 
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Mr.  McCoRif  ACK.  How  would  that  opportunity  be  greater  than  it 
is  to-day? 

Mr.  Dow.  There  would  be  no  customs  control  over  the  merchan- 
dise as  it  came  into  the  zone.  We  would  have  to  have  guards  around 
the  zone.  That  would  cost  plenty  of  money.  One  of  the  bills 
provides,  as  I  understand  it,  that  the  operators  of  the  zone  shall 
pay  the  expense  of  guarding  the  zone.  The  other  bill  says  nothing 
about  that,  which  would  mean  that  the  Treasury  Department  would 
have  to  pay  for  it.  In  either  case  it  is  gcHng  to  cost  somebody  plenty 
of  money. 

Mr.  McCoRMACK.  My  mind  is  open  on  this  subject,  but  I  am 
going  to  assume  that  I  am  in  favor  of  the  principle  of  the  bill,  in 
order  to  elicit  some  information  from  you,  by  asking  a  few  questions. 
You  mentioned  the  matter  of  expense  of  guarding.  You  do  not 
advance  that  as  an  argument  against  the  bill,  if  you  would  favor  it 
otherwise,  do  you? 

Mr.  Dow:  If  it  is  going  to  cost  the  Treasury  Department  a  lot  of 
money;  yes. 

Mr.  Vinson.  What  do  you  mean  by  a  lot  of  money? 
Mr.  Dow.  A  lot  of  money  in  addition  to  what  it  is  spending  now. 
Mr.  Vinson.  But  just  what  do  you  mean  by  that?   How  much 
money  have  you  in  mind? 

Mr.  Dow.  Well,  I  could  not  t^  that. 
Mr.  Vinson.  It  is  all  relative,  you  know. 

Mr.  Dow.  It  wouM  depend  entirely  upon  the  number  ctf  zones 

that  are  created. 

Mr.  McCoRMACK.  Saying  "a  lot  of  money is  like  saying  that 
an  automobile  is  going  fast.  Some  people  may  think  10  miles  an 
hour  is  fast,  while  others  would  thing  that  40  miles  an  hour  is  not 
fast. 

Mr,  Dow.  Suppose  you  had  a  zone  in  a  certain  city  

Mr.  Vinson.  Take  a  specific  city;  let  us  take  New  York  City. 

Mr.  Dow.  In  the  first  place,  it  depends  on  the  size  of  the  zone, 
whether  you  are  going  to  have  two  piers  or  whether  you  are  going 
to  have  a  mile  of  water  front  It  depends  on  the  location  of  the  zone. 
You  would  have  to  guard  that  24  hours  a  day  7  days  a  w^eek.  You 
understand,  we  would  have  no  control  over  the  merchandise  going 
into  the  zone.    We  would  not  know  what  was  in  there. 

Mr.  McCoBMACK.  It  seems  to  me  you  could  rely  to  some  extent 
on  the  assumption  that  people  will  do  what  they  ought  to  do.  If 
a  forei^  trade  zone  weie  being  conducted  by  the  Port  of  New  York 
Authority,  could  you  not  assume  that  those  gentlemen  will  do  their 
duty? 

Mr.  Dow.  Oh,  yes.  ^ 
Mr.  Vinson.  Undoubtedly  you  would  have  to  watch  the  exits, 
because  it  would  be  very  easy  to  avoid  paying  the  duty,  if  a  close 
guard  were  not  kept  on  the  exits. 

Mr.  Dow.  Su])pose  you  had  a  zone  in  New  York  City  or  let  us  say 
in  East  Boston;  some  busy  place.  Or  you  might  take  San  Francisco, 
right  on  the  water  front.  There  are  all  your  piers,  your  warehouses, 
your  entrances.  Traffic  is  going  back  and  forth.  Certainly  you  must 
have  plenty  of  guards  in  order  to  know  what  is  coining  out  of  that 
zone. 
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Mr.  Vinson.  Let  us  take  a  specific  case.  You  talk  about  two  piers 
or  a  mile  of  water  front.  Tell  us  in  dollars  and  cents  what  it  would 
cost,  if  you  loiow. 

Mr.  Dow.  You  have  a  vessel  coming  in  from  abroad.  That  vessel 
may  be  loaded  down  with  cargo.  The  customs  authorities  are  not  in 
there.  The  vessel  comes  in  wath  no  supervision  on  the  part  of  the 
customs  authorities  whatever.  A  lot  of  merchandise  is  landed  in 
the  zone.  Speaking  from  the  customs  standpoint,  that  seems  to  be  a 
dangerous  thing,  to  allow  cargo  after  cargo  of  merchandise  to  come 
into  the  zone  about  which  the  customs  authorities  know  nothing. 

Mr.  McCoRMAK.  How  do  they  provide  against  that  in  the  free 
ports  that  now  exist?  What  is  the  difference  between  their  j^ractice 
and  the  practice  as  proposed  in  the  United  States,  in  so  far  as  the 
admmistrative  features  are  concerned,  if  you  know? 

Mr.  Dow.  I  do  not  know.  Mr.  Chairman,  I  hare  heard  a  good 
deal  about  these  free  zones,  and  foreign  t^e  zones,  for  10  years. 
To  my  mind,  the  whole  thing  is  haasy. 

iVlr.  McCoRMACK.  Do  not  misunderstand  me.  You  are  not  under 
cross-exammation.  We  are  just  trying  to  get  information.  If  these 
questions  that  are  asked  you  sound  as  though  you  are  being  cross- 
exammed,  understand  that  is  not  what  we  are  trying  to  do  at  all. 

Mr.  Crowther.  Right  on  tliat  point,  one  of  the  witnesses  who  was 
here  yesterday,  I  believe  from  Jersey  Citv— I  have  forgotten  his  umtuo; 
he  was  the  engineer— in  a  conversation  that  I  had  with  him  after  the 
heanngs  closed,  told  me  that  in  Germany—and  1  do  not  know  whether 
he  was  referring  to  the  port  of  Hamburg  or  some  other  port— the  pilot 
brings  the  sliip  in,  in  addition  to  being  the  pilot,  is  a  customs 
c^cer.^  So  that  the  ship  is  in  charge  of  a  customs  officer  when  it 
e^es  mto  this  free  port.  The  entire  area  over  there  is  fenced  in  with 
a  steel  wire  fence,  and  that  extends  even  out  into  the  water.  The 
blockade  extends  out  some  distance.  At  various  places  there  are 
guards.  So  that  they  have  the  exists  frcan  the  place  guarded  and 
they  also  have  a  customs  officer  in  charge  of  liie  siiip  as  it  comes  in, 
actmg  as  customs  officer  and  pilot. 

Mr.  Vinson.  We  tried  some  time  ago  to  get  some  information  as  to 
just  what  the  procedure  was  over  there,  what  authority  they  had, 
and  so  forth,  but  we  did  not  get  any  definite  information. 

Mr.  Crowther.  The  information  that  this  witness  gave  me  was 
m  a  conversation  I  had  with  him  after  the  hearings  closed. 

Mr  Dow.  Personally  I  do  not  know.    I  have  heard  of  the  free 
port  of  Hamburg,  but  what  their  procedure  is  I  do  not  know. 

Mr^McCoRMACK.  You  have  not  given  the  subject  sufficient  study, 
Mr.^  Commissioner,  to  be  able  to  form  a  definite  opinion  as  to  the 
advisabihtj  of  the  establishment  of  foreign  trade  zones,  aside  from 
the  administrative  features  which  you  have  mentioned? 

Mr.  Dow,  Reading  ov«r  the  biU,  I  do  not  know  what  they  could 
do  m  these  zones  that  they  can  not  do  right  now  under  existing  law 
under  the  tariff  act  of  1930.  &  » 

Mr.  McCoRMACK.  If  it  were  merely  a  matter  of  the  expense  in- 
volved, and  It  was  amply  a  question  of  the  possibility  of  smuggling, 
If  those  were  your  only  objections,  you  would  not  interpose  anv 
senous  objection  to  this  bill? 


79 


Mr.  Dow.  Yes.  As  a  customs  officer  I  would  feel  that  smugglii^ 
would  be  a  very  serious  objection;  the  possibility  of  smuggling  mer- 
chandise into  me  country. 

Mr.  McCoRMACK.  You  could  place  the  responsibihty  for  that  upon 
those  who  were  conducting  the  free  port.  It  would  be  very  easy  to 
find  out  and  to  provide  for  a  report  of  what  is  going  on.  They  could 
be  held  accountable  for  all  the  merchandise  that  came  in  going  out 
within  a  reasonable  period.  By  a  reasonable  period  I  do  not  have  in 
mind  any  specific  number  of  months,  but  it  would  be  a  question  of  fact 
that  could  be  determined.  The  importers  of  the  merchandise  would 
have  to  pay  the  duty  if  it  were  not  shipped  out  within  reasonable 
period. 

Mr.  Vinson.  It  seems  to  me  that  that  is  the  very  theory  upon 
which  your  drawback  law  is  based,  strict  accountability.  They  pay 
the  duty.  They  are  accountable.  The  burden  is  on  them  to  see  that 
the  goods  are  reexported  if  they  are  to  get  the  drawback. 

Mr,  Dow.  Under  certain  sections  of  the  tariff  act  of  1930,  you  can 
do  all  these  things  now  and  you  do  not  have  to  be  on  the  seaboard. 

Mr.  MoCoRMAOK.  We  will  come  to  that  provision  later.  We  want 
to  eet  some  information  from  you  now  on  the  question  of  smuggling. 
If  it  were  only  a  question  of  the  possibility  of  smuggling,  if  that 
were  yom*  only  objection,  you  would  be  able  to  handle  that  situa- 
tion, would  you  not?  The  United  States  Government  is  powerful 
enough  to  be  able  to  cope  with  that. 

Mr.  Dow.  Yes;  but  it  is  going  to  cost  money. 

Mr.  Vinson.  How  much  money?  Will  you  take  a  hypothetical 
case  and  try  to  give  us  an  idea  of  how  nmch  it  would  cost? 

Mr.  Dow.  I  do  not  want  to  make  any  guesses  here.  Doctor 
Crowther  was  trying  to  get  me  to  guess  something  the  other  day  on 
another  matter.  It  would  depend  entirely  upon  the  number  of  zones 
that  you  had. 

Mr.  Vinson.  The  best  way  to  do  that  is  to  take  one  specific  zone 
and  make  your  hypothetical  case ;  whether  you  had  two  piers  or  a 
mile  of  water  front  or  however  you  would  nave  it.  Give  us  your 
best  judgment  as  to  what  it  would  cost.  You  are  certainly  in  a 
better  position  to  give  us  that  information  than  anybody  I  can  think 
M  at  this  time. 

Mr.  Dow.  Let  us  take  as  an  illustration  a  zone  in  New  York  City. 
Let  us  say  you  had  two  piers.  Suppose  you  had  a  fence  all  around  it. 
You  would  have  to  have  guards  there  24  hours  a  day.  Guards  get 
a  salary  of  $1,860  a  year.  Each  guard  works  eight  hours.  He  is 
allowed  one  day  off  in  seven  and  he  is  allowed  Saturday  afternoon  off. 

Mr.  Watson.  How  many  have  you  employed  under  the  drawback 
system? 

Mr.  Dow.  The  drawback  system  is  very  inexpensive  to  operate. 
We  have  no  guards. 

Mr.  Watson.  Does  the  Government  find  the  drawback  system 
satisfactory? 

Mr.  Dow.  I  would  say  so,  yes. 

Mr.  Watson.  You  think  all  these  things  can  be  done  as  well  under 
the  drawback  system  as  under  the  system  of  a  foreign  trade  zone? 

Mr.  Dow.  Under  the  present  law  we  have  bonded  warehouses  and 
jnanipulation  warehouses.   These  bilki  only  provide,  aa  I  understand, 


so 


for  morclmndise  to  be  taken  into  the  free  zone  and  nianimilated,  but 
not  inaniifactured.  We  have  the  same  provision  now  in  certain 
sections  of  the  t^arifl'  act,  whereby  croods  niav  be  manipulated,  not 
only  on  the  seaboard,  but  anywhere,  in  any  warehouse.  All  they 
have  to  do  is  make  the  application,  put  up  the  bond,  and  start 
business.  r-  , 

Mr.  Vinson.  Is  there  any  power  under  the  1930  act  to  refme? 
Mr.  Dow.  les:  we  have  smeltering  warehouses. 
Mr.  Vinson.  Mixed  with  foreign  or  domestic  merchandise  or 
oti.c  rv,  ise  manipulated? 

Mr,  Dow.  Yes.  That  would  be  the  drawback.  For  example,  you 
can  bring  m  pencil  leads  and  manufacture  them  into  pencils.  You 
set  the  drawback  on  the  leads.    That  is  mixing  domestic  with 

foreign  merchandise. 

Mr.  Watson  Would  you  advocate  Government  control  over  these 

zones  instead  of  private  capital? 

Mr.  Dow .  You  mean  ownership  by  the  State? 

Mr.  Watson.  Yes. 

Mr.  Dow.  Fi'om  the  customs  standpoint  I  do  not  think  it  would 

make  much  difference. 

Mr.  Watsox.  Would  you  have  a  better  control  over  it  if  the 
Government  operated  the  zone? 

Mr.  Dow.  I  think  in  either  case  the  Federal  Government  would 
xf  20^^  in  <^rder  to  protect  the  Federal  duties 

Mr.  Watson.  For  instance,  about  125,000,000  pounds  of  sugar 
comes  mto  the  country  under  the  drawback  system.  Do  vou  think 
there  would  be  more  sugar  imported  to  be  manipulated  under  the 
foreig^i  trade  zone  system  than  is  now  imported  under  the  drawback 
system? 

Mr.  Dow  No.  I  think  if  you  had  the  tree  zone  system,  that 
would  not  affect  the  sugar  refineries,  because  the  sugar  refineries  are 
manulactunng  raw  sugar  now  and  gettmg  a  drawback  on  it 

Mr.  Watson.  One  hundred  and  twenty-five  million  pounds  of 
sugar  come  m  now.  That  is  changed  or  manufactured  under  the 
drawback  system.  Do  you  think  there  would  be  more  suw  comimr 
m  if  we  estabhshed  these  foreign  trade  zones? 

Mr.  Dow.  I  do  not  think  any  more  would  come  in,  no.  I  think 
the  sugar  refineries  at  the  present  time  have  just  the  same  privileee 
as  they  would  have  under  this  bill.    I  do  not  see  how  the  su^ 

not  permit  manufac- 

turmg.  When  you  bnng  in  raw  sugar  and  make  rehned  sugar,  that 
IS  manufacturing.  ^  ' 

Mr.  Watson.  This  bill  permits  the  mixing  of  it 
Mr.  Dow.  Yes. 

fndt?*  ^^^^  ^  ^^^^^  ^1^^  ^^eii  export  the 

Mr.  Dow.  That  is  manufacturing,  though. 

Mr.  Watson.  The  question  is  Aether  or  not  it  is  manufacturing 
Mr  Dow  If  you  bnng  in  raw  sugar  and  you  mix  your  raw  sugar 

with  frmts,  then  can  it  and  export  Oie  fruits,  that  is  manufacturing. 

1  hat  comes  imder  the  provisions  of  the  drawback  system.  We  pay 

out  about  half  a  million  dollar^  a  year  to  tbe  canneries  on  the  Pacific 

coast  who  do  just  that. 
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Mr.  Watson.  Under  the  provisions  of  this  bill,  you  could  do  the 
same  thing,  could  you  not? 

Mr.  Dow.  I  do  not  think  so.  I  do  not  think  this  bill  permits 
manufacturing. 

Mr.  Watson.  It  says  that  it  may  be  broken  up,  assembled, 
sorted,  refined,  graded  and  cleaned,  mixed  with  foreign  and  domestic 
merchandise,  and  so  forth.  Therefore  it  could  be  mixed  with  do- 
mestic fruits.  If  you  mix  it  with  domestic  fruits  you  could  then 
export  it.    You  can  do  that  under  the  bill,  can  you  not? 

Mr.  Vinson.  The  Celler  bill  specifically  says  **but  not  manufac- 
tured." 

Mr.  Dow.  That  is  mv  understanding. 

Mr.  Watson.  But  it  could  be  mixed.  The  question  is,  when  yon 
mix  sugar  with  fruits,  pack  it,  and  ship  it,  whether  that  is  manufac- 
turing, and  whether  it  could  be  done  under  this  bill. 

Mr.  Vinson.  The  commissioner  says  that  it  is  manufacturing  and 
that  they  pay  out  half  a  million  dollars  a  year  to  the  canneries  on  the 
Pacific  coast  under  the  drawback  system ;  is  that  right? 

Mr.  Dow.  Yes,  sir. 

Mr.  Vinson.  Do  you  say  that  there  are  no  rights  conferred  here 
under  this  principle  of  a  foreign  trftde  sone  that  is  not  provided  for  in 
the  tariff  law  of  1930? 

Mr.  Dow.  I  think  there  is  one  provision  in  the  bill  which  permits 
exhibiting  the  merchandise  in  the  free  zone,  as  I  recall  it.  That  is  a 
new  permission. 

Mr.  Vinson.  Otherwise  all  the  powers  and  rights  that  are  granted 
under  this  bill  are  contained  in  the  1930  Act. 

Mr.  Dow.  How  about  that,  Mr.  Haywood?    Is  tnat  right? 

Mr.  Haywood.  That  is  substantially  so. 

Mr.  Crowther,  May  I  say  that  that  is  really  one  of  the  purposes  of 
the  proponents  of  this  legislation,  to  have  in  this  center,  in  this  area, 
one  building  largely  devoted  to  the  expedition  of  foreign  merchandise, 
products  of  various  kinds  from  foreign  countries.  I  think  that  is 
illustrated  by  the  testimony  of  various  witnesses  on  this  subject  in 
years  gone  by.  Their  idea  is  to  have  a  village  within  the  ijort  of  entry, 
^  segregated  territory  in  which  they  may  erect  buildings  with 
manufacturing  eauipment  of  one  kind  or  another. 

In  the  ease  of  New  York  it  seems  to  me  that  the  sensible  thing  to 
do,  as  was  stated,  if  they  establish  a  foreign  trade  zone,  would  be  to 
put  it  on  the  contimental  side,  on  the  Jersey  side,  where  they  have 
their  avenues  to  all  the  railroads  and  save  lighterage  across  from  the 
'New  York  side.    That  is  the  intention,  as  T  understand  it. 

Do  you  not  understand ,  Mr.  Dow,  that  one  of  the  principal  pur-  ^ 
poses  IS  to  have  an  exhibition  palace,  so  to  speak;  a  place  where 
people  can  go  and  look  at  imported  articles,  decide  whether  they 
would  be  useful  to  them  or  not?    1  think  that  was  prominently 
mentioned  in  past  years. 

Mr.  Dow.  Section  2  of  the  Welch  bill,  and  I  beUeve  there  is  a 
similar  section  in  the  Celler  bill — says : 

Foreign  and  domestic  merchandise  of  every  description,  except  such  as  is 
prohibited  by  law,  may,  without  being  subject  to  the  customs  laws  of  the  United 
States,  except  as  otherwise  provided  in  this  act,  be  brought  into  a  zone  and 
thm  gfcoi«d^  ezhililbpcl  for  tlie  pinpofie  of  taking  ovdsm,  foniiioit  up,  etc. 


In  other  words,  this  says  that  the  merchandise  may  be  brought 
into  this  zone  without  being  subject  to  the  customs  laws  of  the 

United  States.  That  means  that  you  can  have  a  shipment  come 
into  a  zone  and  no  customs  officer  board  the  ship.  We  do  not  check 
up  the  manifest,  do  not  count  the  packi^s.  We  do  not  know  what 
is  in  the  zone. 

Mr.  McCoRMACK.  Do  you  not  think  that  the  Government  could 
take  care  of  that? 

Mr.  Dow.  I  will  admit  that  is  not  a  terribly  serious  objection;  but, 
to  my  mind,  trained  in  the  customs  service,  it  is  a  little  disturbing. 

Mr.  McCoRMACK.  The  Government  is  advised  of  what  is  coming 
in  and  what  is  going  out. 

Mr.  Vinson.  I  think  that  is  a  serious  question,  that  of  bringing  in 
merchandise  without  the  customs  supervision. 

Mr.  McCoRMACK.  But  do  you  not  think  the  Government  is  capable 
of  taking  care  of  it? 

Mr.  Dow.  I  think  they  could,  just  M I  thon^t  they  were  capable 
of  taking  care  of  the  prohibition  question. 

Mr.  Vinson.  It  would  certainly  be  hard  to  adminiater. 

Mr.  Dow.  When  a  large  vessel  comes  in  with  a  great  cargo,  at  the 
present  time  the  customs  boarding  officer  goes  on  board  that  sWp, 
checks  up  the  manifest,  and  every  single  piece  of  merchandise  on  that 
manifest  must  eventually  be  accounted  for.  It  must  all  be  classified 
and  examined.  Every  piece  must  be  accounted  for.  We  consider 
that  very  important— to  account  for  every  piece  of  merchandise  that 
comes  into  the  United  States. 

Mr.  McCoRMACK.  Of  course,  it  is  important;  but  it  is  a  matter 
which  can  be  taken  care  of,  if  that  is  the  only  objection  you  have. 

Mr.  Dow.  The  only  point  I  was  making  is  this:  Your  ship  comes 
into  the  zone  and  we  do  not  have  a  manifest.  It  comes  in  without 
any  customs  supervision  whatsoever  under  the  language  of  this  bill. 

Mr.  McCoRMACK.  Do  you  not  suppose  that  rules  and  regulations 
will  be  provided  to  assure  protection  to  the  Government? 

Mr.  Dow.  Rules  and  regulatioBS  would  be  be  provided;  yes. 

Mr.  McCoRMACK.  Certainly  they  would  be.  Now,  you  talk  about 
guards.  Of  course,  there  probably  would  have  to  be  a  certain  num- 
ber of  Government  emj^oyes  there,  but  do  you  not  think  that  the 
Secretary  of  Commerce  would  be  very  careful  to  whom  he  fnmted 
authority  to  establish  a  aone? 

Mr.  Dow.  Yes. 

Mr.  McCoRMACK.  And  if  they  were  discovered  violating  any 
Federal  laws,  drastic  action  could  be  taken,  even  to  the  extent  of 
revoking  their  permit  to  conduct  a  foreign  trade  zone,  if  it  was  felt 

necessary? 

Mr.  Dow.  All  I  can  say  is,  with  the  best  intentions  in  the  world, 
still  there  are  smugglers. 

Mr.  McCoRMACK.  Of  course,  there  is  the  human  equation  that 
enters  into  it,  and  which  we  will  have  as  long  as  the  human  race 
exists.  But  we  must  assume  that  a  person  is  going  to  do  what  he  is 
supposed  to  do  until  we  find  out  otherwise,  must  we  not? 

Mr.  ymsoN.  If  you  followed  that  philosophy  out  to  its  logical 
oonclufflon,  we  wotud  never  know  what  smuggling  is  going  on  nght 
now.  If  you  expect  everybody  to  do  ^at  mioh  Hii&y  are  supposed 
to  do,  you  would  not  know  anything  about  any  violations  untu  you 
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stumbled  across  them.    You  have  pot  to  go  out  and  find  these  feUows 

who  are  doing  some  of  this  smugghng,  do  you  not? 

Mr.  Dow.  Oh,  yes.    You  have  to  discover  the  smugglers. 

Mr.  McCoRMACK.  When  a  big  passenger  vessel  docks  in  New 
York,  you  do  not  assume  that  everybody  on  board  is  a  smuggler,  do 
you? 

Mr.  Dow.  No. 

Mr.  McCoRMACK.  You  assume  that  they  are  not? 
Mr.  Dow.  We  have  an  open  mind. 

Mr.  McCoRMACK.  I  am  surprised  you  take  that  attitude.  I  always 
assume  that  a  person  is  going  to  do  what  he  is  supposed  to  do,  until 
I  find  to  the  contrary. 

Mr.  Dow.  Yes;  naturally^ 

Mr.  McCoRMACK.  If  you  are  walking  along  Pennsylvania  Avenue, 
you  do  not  have  it  in  your  mind  that  everybody  you  meet  is  a  law- 
breaker, do  you? 

Mr.  Dow.  No. 

Mr.  McCoRMACK.  You  assume  that  they  are  there  for  a  lawful 
purpose,  just  the  same  as  you  are.  It  is  naturid  to  think  that. 
Now,  with  reference  to  these  guards  that  you  mentioned.  You  could 
deputize  the  guards  that  the  foreign  trade  zone  authorities  mi^t 
employ  as  Federal  officers  for  that  purpose,  could  you  not? 

Mr.  Dow.  That  would  be  possible. 

Mr.  McCoRMACK.  There  would  be  a  cooperative  spirit,  I  am  sure, 
shown  by  these  people.  The  main  purpose,  as  I  understand,  in 
the  establishment  of  the  free  port,  is  to  facilitate  transshipment. 

Mr.  Dow.  Transsliipment? 

Mr.  McCoRMACK.  Yes.    You  understand  what  I  mean  by  that? 

Mr.  Dow.  You  mean  merchandise  coming  from  abroad  and  then 
transshipped  to  another  foreign  country? 

Mr.  McCoRMACK.  Exactly.  That  was  the  main  argument  made 
by  one  of  the  witnesses  in  favor  of  this  bill. 

Mr.  Dow.  That  can  be  done  now  very  easily.  Merchandise  is. 
coming  into  New  York  every  day  on  foreign  ships,  being  transported 
across  the  dt  j  to  other  piers,  and  then  transshipped  to  Cuba  and  to 
other  foreign  countries. 

Mr.  Vinson.  The  merchandise  can  be  broken  up  now,  can  it  not? 

Mr.  Dow.  If  they  wish  to  bring  the  merchandise  in,  they  can  take 
it  to  a  bonded  manipulating  warehouse  in  any  city  in  the  interior. 
New  York  or  anywhere  else.  They  can  do  that  now.  They  can 
break  it  up,  sort  it,  clean  it,  mix  it  with  other  merchandise,  and  so  on; 
and  then  ship  it  out  of  the  country;  or  they  can  take  it  out  for  con- 
sumption in  this  country,  pay  the  duty  on  it,  in  the  condition  in 
wliich  it  is  when  it  leaves  the  warehouse.    All  that  can  be  done  now.  ^ 

Mr.  Watson.  You  state  that  everything  that  is  provided  for  in 
this  bill  could  be  done  now  under  the  drawback  system.  Would  it 
be  more  economical  for  the  operator  in  the  foreign-trade  zone  than 
it  is  now  under  the  drawback  system?  Under  the  present  drawback 
system  they  have  to  pay  the  duty  when  an  article  arrives.  The 
duty  has  to  be  paid  at  once.  Therefore,  he  loses  the  interest  on  the 
money  which  he  pays  on  the  merchandise  as  duty.  Then  he  loses- 
1  per  cent  of  the  amount  of  that  duty  when  he  reooTers  his  drawback. 

Air.  Dow.  That  is  on  the  dtawbe^ek;  yes. 
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Mr.  Watsox.  Therefore  it  would  be  more  economical  for  him  to 
operate  m  a  free- trade  zone  than  under  the  drawback  SYBtem,  would 

It  not? 

Mr.  Dow.  But  under  the  dra\\  hack  system  vou  must  produce  or 
manufacture.  These  bills  specifically  prohibit  manufacturing  in  the 
free  zone. 

Mr.  Watson.  I  know,  hut  you  can  manipulate.  And  what  is 
manipulation?  That  comes  pretty  close  to  being  manufacturing. 
How  would  you  define  manipulation? 

Mr.  Dow.  Manipulation  is  defined  as  cleaning  and  sorting,  and 
80  forth. 

Mr.  Watson.  Mixing? 

Mr.  Dow.  Mixing;  but  that  is  not  manufacturing. 
Mr.  Watson.  Or  otherwise  manipidadn^.   It  «ays,  "mixed  with 
foreign  or  domestic  merdiaadise  or  oiherwise  manipulated."  That 

may  he  construed  to  mean  almost  anything,  might  it  not?  That  is 
pretty  broad  language.    You  must  acknowledge  that  it  is  eheaper 

to  operate  m  the  free  zone  than  it  is  under  the  drawback  system. 

iVIr.  Dow.  Yes.  If  you  had  a  factory  up  in  the  interior  of  Penniji* 
yania  or  m  any  other  State,  manufacturing  lead  pencils,  at  the  present 

time  they  import  the  leads,  pay  the  duty  on  the  leads,  manufacture 
the  lead  pencils  and  export  them  out  of  the  United  States  and  get 
their  drawback  of  99  per  cent  of  the  duty  that  they  paid  on  the  leads. 
Mr.  Watson.  They  lose  1  per  cent. 

Mr.  Dow.  Yes.  Now,  if  they  had  a  free  zone  and  that  concern 
moved  its  factory  into  the  free  zone,  they  could  bring  the  merchandise 
in  there  and  manufacture  it,  and  ship  it  out  and  save  the  duty  during 
that  period. 

Mr.  Watson.  If  this  bill  passes,  including  in  its  provisions  the 
pnyilege  of  manufacturing,  would  not  that  take  away  from  the  draw- 
back system  any  advantage  that  it  now  has?  ' 

Mr.  Dow.  I  am  inclined  to  think  the  people  that  have  drawback 
rates  now  would  still  continue  to  4o  business,  beeaiise  I  do  Hot  Jdiink 
they  would  move  into  the  free  zones. 

Mr.  Vinson.  That  is  the  point  I  was  going  to  make;  l^ose  idio  wem 
in  the  free  zones  would  have  whatever  advantage  there  was  and  there 
would  be  discrimination  against  those  folk  who  had  established 
busmesses  elsewhere,  if  there  were  anv  particular  monetary  advan- 
tages; is  that  correct? 

Mr.  Dow.  Yes. 

Mr.  McCoRMACK.  Have  yoii  any  evidence  of  the  extent  to  which 
smuggling  is  carried  on  in  the  free  ports  of  other  countries? 
Mr.  Dow.  No;  I  do  not. 

Mr.  McCoRMACK.  Your  opinion  with  reference  to  that,  then,  is  not 
predicated  upon  a  careful  analysis  of  similar  conditions  in'  other 
places  where  such  things  would  be  possible  as  a  result  of  there  being 
free  ports? 

Mr.  Dow.  No.  It  is  not  predicated  on  that.  It  is  simply  predi- 
cated on  the  fact  that  the  merchandise  is  there,  in  a  zone,  and  it  just 
stands  to  reason  that  there  would  be  more  attempts  to  smuggle  out 
of  that  particular  zone  than  to  smuggle  across  from  Europe. 

Mr.  Vinson.  Mr.  Chairman,  it  seems  to  me  that  somebody  oi»ht 
to  be  able  to  get  us  some  inf ormatkin  dboal  emiditions  in  foreign  fiee 
ports. 
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Mr.  McCoRMACK.  Yes.  I  confess  that  I  am  at  sea.  We  have  had 
no  evidence  at  all  about  that. 

Mr.  Dow.  The  representative  of  the  Department  of  Commerce  is 
here,  and  perhaps  can  tell  you  something  aoout  that. 

Mr.  McCoRiCACK.  What  other  objections  have  you  to  this  bill, 
besides  the  one  you  mention  of  the  possibility  of  smuggling,  if  any? 

Mr.  Dow.  The  other  objection  is  that  we  think  it  is  necessary  leg- 
islation; that  all  these  things  can  be  done,  or  practically  all  these 
things  can  be  done  under  the  existing  law.  I  am  speaking  now  purely 
from  the  administrative  standpoint.  I  do  not  want  to  go  into  any 
question  of  policj  .  This  law,  of  course,  could  be  administered;  there 
is  no  question  about  that. 

Mr.  McCoRMACK.  Plave  you  considered  the  question  of  a  free  port 
enabling  business  men  in  the  United  States  to  extend  their  foreign 
markets? 

Mr.  Dow.  No ;  personally  I  have  not.  That  is  a  question  of  policy 
that  I  have  not  considered. 

Mr.  McCoRMACK.  Of  course,  even  if  the  Government  were  put  to 
some  expense,  if  we  brought  about  increased  sales  in  the  world's 
markets,  the  Goyemment  would  be  justified  in  undergoing  some  rea* 
sonable  expense  for  purposes  of  administration,  would  they  not? 

Mr.  Dow.  I  would  think  so;  if  it  is  going  to  be  of  real  benefit  to 
American  trade,  naturally  we  should  look  favorably  upon  it. 

Mr.  McCoRMACK.  If  Duress  men  are  willing  to  make  the  capital 
investment  for  the  formation  of  a  free  port,  if  they  are  \^'illing  to  put 
in  their  own  money,  is  not  that  some  indication  of  their  confidence  in 
such  a  project? 

Mr.  Dow.  Yes. 

Mr.  McCoRMACK.  You  say  the  Treasury  Department  is  opposed  to 
this  and  that  they  manifested  opposition  to  the  Jones  bill? 
Mr.  Dow.  Yes,  to  the  Jones  bill,  in  1929. 

Mr.  McCoRMACK.  Have  you  got  a  copy  of  the  position  of  the 
Treasury  Department  taken  at  that  time? 

Mr.  Dow.  Yes.  That  is  set  forth  in  a  letter  dated  December  19, 
1929. 

Mr.  McCoRMACK.  Will  you  incorporate  that  letter  in  the  record? 
Mr^Dow.  Yes. 

(The  letter  referred  to  is  as  follows:) 

Decxmbxr  19,  1920. 

Hon.  W.  L.  Jones, 
•    Chairman  Committee  on  Commerce j 

United  States  Senate. 

My  Dear  Mr.  Chairman:  I  have  the  honor  to  refer  to  your  letter  of  December 

7,  1929,  with  which  you  transmitted  for  an  expression  of  my  views  a  coi)y  of  a  bill 
(S.  2356)  to  provide  for  the  establishment,  operation,  and  maintenance  of  foreip;n 
trade  zones  in  ports  of  entry  of  the  United  States,'  to  expedite  and  encourage 
foreign  commerce,  and  for  other  purposes. 

Under  the  provisions  of  this  bill  the  Secretary  of  Commerce  is  authorized  to 
grant  to  ccaporations,  subject  to  certain  restrictions,  the  privilege  of  establishing, 
operating,  and  maintaining  foreign  trade  zones  in  or  adjacent  to  ports  of  entry 
under  the  jurisdiction  of  the  United  States. 

It  is  purposed  to  take  into  such  free  zones  foreign  and  domestic  merchandise 
without  being  subject  to  the  customs  laws  of  the  United  States  except  that  the 
collector  of  customs  shall  supervise  the  unlading  of  foreign  merchandise  in  the 
zones,  cause  such  merchandise  or  any  portion  thereof  to  be  appraised  and  the 
duties  liquidated  thereon,  and  such  merchandise  made  thereafter  be  stored  or 
manipulated  under  the  supervision  and  regulations  prescribed  by  the  Secretary 
of  the  Treasury.    Within  two  years  after  such  unlading,  such  merchandise, 
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wlwther  mixed  with  domestic  merchandise  or  not,  may  be  sent  Into  customs 

territory  upon  the  payment  of  such  liquidated  duties. 

Under  section  562  of  part  4,  Title  IV,  of  the  tariff  act  of  1922.  merchandise 
may  now  be  manipulated  under  bond  without  the  payment  of  duty.  This  dejjart- 
ment  has  given  a  liberal  interpretation  to  this  provision  of  law  in  order  to  aid 
foreign  commerce  and  to  expedite  the  handling  of  imported  merchandise  part  of 
whicli  is  intended  for  consumption  in  the  United  States  and  part  for  exportation 
to  a  foreign  country. 

Under  regulations  prescribed  pursuant  to  the  above  statute,  merchandise  may 
be  cleaned,  sorted,  repacked,  or  otherwise  changed  in  condition,  a  portion  of  a 
building  or  an  entire  building  may  be  bonded,  merchandise  may  he  taken  directly 
to  manipulation  warehouse  or  be  transferred  thereto  from  other  warehouses,  and 
less  than  one  package  may  be  withdrawn  on  special  application  made  therefor. 

But  neither  use  has  been  made  of  the  privilege  of  repacking,  cleaning,  etc.,  in 
manipulation  warehouse  and  no  such  warehouse  is  now  in  operation  at  the  port  of 
New  York  where  the  greatest  volume  of  importations  occurs.  This  would  seem  to 
indicate  that  there  is  no  real  commercial  necessity  for  providing  accommodation 
for  repacking,  sorting,  and  similar  manipulations  on  a  large  scale. 

While  domestic  merchandise  can  not  be  taken  into  a  manipulation  warehouse, 
following  the  usual  restrictions  under  the  warehouse  laws,  domestic  merchandise  is 
taken  into  bonded  manufacturing  warehouses  under  the  provisions  of  section  311 
of  the  tarifif  act  of  1922,  there  to  be  mixed  or  btooded  witii  imparted  mat^ials  or 
with  materials  subject  to  internal  revenue  tax. 

The  warehouse  system  is,  in  effect,  modified  free  zone  activities.  This  ware- 
Itouse  system  has  been  built  up  by  various  carefully  considered  enactments  of  law 
extending  over  a  long  period  of  time.  If  it  should  Btem  desirable  to  add  to  the 
privileges  now  allowed  under  the  manipulation  warehouse  law  that  of  taking 
domestic  merchandise  into  warehouse,  this  could  readily  be  accomplished  by 
amending  said  Section  562. 

The  expense  now  incurred  by  reason  of  customs  supervision  in  a  restricted  area 
such  as  warehouses  would  be  small  in  comparison  to  the  expense  which  would 
necessarily  be  incurred  in  guarding  free  zones.  Exact  record  must  be  kept  of  all 
importations  and  of  every  change  made  in  connection  therewith.  The  same 
restrictions  that  are  now  thrown  around  warehouses,  such  as  the  employment  of 
storekeepers,  would  be  necessary.  It  seems  obvious  that  greater  opportunity 
for  loss  by  smuggling  and  theft  would  be  present  in  a  large  area  into  which 
domestic  merchandise  could  be  taken  than  is  now  present  under  the  existing 
warehousing  system. 

After  a  careful  consideration  of  the  bill  in  connection  with  a  review  of  the  fa- 
cilities now  afforded  by  storage  warehouses,  where  merchandise  may  remain  for 
three  years  without  payment  of  duty,  of  manufacturing  warehouses,  smelting  and 
refining  warehouses,  and  manipulation  warehouses,  I  am  of  the  opinion  that  it 
should  not  become  a  law. 

The  above  unfavorable  opinion  is  expressed,  notwithstanding  the  department's 
letter  of  January  30,  1926,  addressed  to  the  chairman  of  the  Committee  on 
Commerce,  United  States  Senate,  rep<»rting  no  objections  to  the^  pMiage  of  a 
similar  bill  (S.  66). 

Very  truly  yours, 

Ogden  L.  Mills, 
Acting  Secretary  of  the  Treasury, 

Mr.  Dow.  I  would  like  to  state  that  at  the  present  time  we  have 
50  manipulation  warehouses.  The  reason  I  say  that  is  because  in 
the  letter  written  in  1929  the  statement  was  made  that  there  were  no 
jnanipulatioii  warehouses  at  that  time. 

(The  list  of  manipulation  warehouses  is  as  follows:) 

Ports  at  which  class  eight  manipulation  warehouses  are  established  at  present 
Feb.  1933: 

Number 

^Jew    ork«».,^» »|,^^^^^^— _____ ^ ^  ^ ^ _  ^ ^ ^ _  ^ ^ _  _  4 

Boston   20 

Buffalo   2 

Philadelphia  .  .  .  ...  ^   2 

Norfolk,  Va    2 

Wihnington,  N.  C__  _  _  _.  1 

-New  Oneans,  La   11 
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NuBiber 

Galveston,  Tex  ..___»  .  .   1 

San  Francisco   3 

Seattle       3 

Chicago,  Ill--_  _   ^   1 


Total   50 


Mr.  Dow.  That  was  our  position  then  and  we  have  not  seoii  an}^- 
thino:  since  to  chsm^e  our  minds.  Now,  I  understand  that  the  De- 
partment of  Commerce  is  in  favor  of  this  bill,  and  if  the  committee 
desires,  we  would  be  glad  to  irct  in  touch  with  the  Department  of 
Commerce  and  see  if  something  can  not  be  worked  out. 

Mr.  McCoRMACK.  I  do  not  think  it  is  up  to  us  to  suggest  that 
you  get  in  touch  with  the  Department  of  Commerce.  That  is  a 
matter  of  comity  between  the  two  departments,  to  try  and  develop 
an  understanding  on  all  matters  affecting  both  departments. 

Mr.  Dow.  The  way  it  stands  right  now,  as  I  understand  it,  the 
Treasury  Department  is  opposed  to  the  bill  and  the  Department  of 
Commerce  is  for  it. 

Mr.  Watson.  Do  you  think  that  the  establishment  of  these  free 
trade  zones,  or  foreign  trade  zones,  would  mean  a  loss  of  revenue  to 
the  Government? 

Mr.  Dow.  No,  I  do  not  see  that  it  would  affect  that. 

Mr.  McCoRMACK.  Has  the  Treasury  Department  ever  conferred 
with  the  Department  of  Commerce  on  this  question — ^if  you  know? 

Mr.  Dow.  I  do  not  know.  I  have  not  personally.  There  have 
been  no  conferences  within  the  last  few  days. 

Mr.  McCoRMACK.  1  am  not  limiting  it  to  the  last  few  days;  within 
the  last  few  vears? 

Mr.  Dow.  Well,  I  do  not  know.  There  is  a  representative  of  the 
Department  of  Commerce  here,  if  you  care  to  hear  him. 

Mr.  Chalmers.  Mr.  Chau-man,  I  represent  the  Department  of 
Commerce  here.  I  have  talked  with  Mr.  Dow  and  others  in  the 
Treasury  Department  in  the  last  few  days,  and  we  found  that  there 
was  a  omerence  of  viewpoint.  I  have  tried  to  do,  Mr.  Chairman, 
exactly  the  sort  of  thing  that  you  suggest,  see  if  we  can  not  get  our 
minds  together  and  take  a  common  position,  and  if  there  had  been 
more  time,  I  am  pretty  sure  that  we  could  have  arrived  at  one. 
Unfortunately  I,  for  one,  did  not  learn  of  the  hearing  untU  the  after- 
noon before  it  was  to  take  place,  and  there  was  hardly  time  in  the 
short  few  hours  to  get  together.  I  believe  the  objections  Mr.  Dow 
has  raised  could  be  satisfied,  and  I  shall  try  to  do  that  in  my  direct 
presentation  later. 

Mr.  McCoRMACK.  If  there  are  no  further  questions,  we  thank 
you,  Mr.  Commissioner. 

May  I  say  to  all  the  witnesses  that  they  will  please  keep  in  mind  the 
fact  that  the  committee  is  just  seeking  information.  Witnesses  are 
not  under  cross-examination,  they  are  here  only  to  give  us  informa- 
tion. So  far  as  I  am  personally  concerned,  while  I  know  about  this 
subject  in  a  general  way,  I  know  very  little  about  its  technical  aspects 
or  the  details  of  it,  and  whether  or  not  it  is  advisable. 

We  will  now  hear  Mr.  Page,  representing  the  Tariff  Commission. 


STATEMENT  OF  HON.  THOMAS  W.  PAGE,  VICE  CHAIRMAN  UNITED 

STATES  TA&IFF  COMMISSION 

Mr.  McCoRMACK.  Mr.  Page,  do  you  want  to  make  a  statement  to 
the  committee,  or  woiild  you  rather  the  committee  asked  you  ques- 
tions, to  bring  out  the  information  they  are  seeHs^? 

Mr.  Page.  I  surely  do  not  want  to  make  a  statement,  Mr.  Chair- 
man. I  am  down  here  merely  because  I  was  asked  by  the  committee, 
for  some  reason,  to  come  down  here.  I  have  no  statement  to  ms^e. 
I  made  statements  before  this  committee  about  half  a  generation  ago. 

I  wrote  a  report  with  my  own  hand,  which  I  transmitted  to  Con- 
frress  from  the  United  States  Tariff  Commission,  in  which  I  pointed 
out  at  that  time  what  I  regarded  as  the  advantages  of  free  zones  and 
the  reason  for  establishing  them  in  this  country. 

I  am  not  as  enthusiastic  for  free  zones  now  as  I  was  then.  At  that 
time  we  had  a  coh>ssal  commerce.  We  had  the  greatest  commerce 
that  had  ever  been  known  by  any  country  in  the  w^hole  history  of 
humanity.  Our  ports  were  congested,  over  crowded.  They  lacked 
terminal  facilities.  It  looked  as  if  almost  anything  that  could  be 
done  to  increase  their  facilities  would  be  a  good  thing  for  this  country. 
Conditions  are  entirely  different  now. 

Mr.  McCoRMACK.  We  hope  that  those  conditions  will  return. 

Mr.  Page.  When  that  time  comes,  it  may  be  that  free  zones  wiU 
discharge  the  function  for  which  we  wanted  them  at  that  time.  I 
think  Mr.  Watson  was  on  the  committee  when  we  had  this  thing  under 
discussion  at  that  time  in  1919. 

Mr.  Watson.  I  was  not  on  the  conunittee  then. 

Mr.  Page.  Mr.  Fordney  presided.  He  was  the  chairman,  and  he 
was  a  man  for  whom  I  had  a  very  warm  liking.  After  that  report  of 
ours  came  in,  a  bill  was  drafted  to  carry  into  effect  the  establishment 
of  free  zones,  and  the  committee  held  hearings  on  the  bill  in  this  room. 
As  I  say,  Mr.  Fordney  presided,  and  those  of  us  who  knew  Mr. 
Fordney-  well  will  recall  very  clearly  that  the  association  of  the  word 
"free"  with  trade,  in  any  connection,  was  like  waving  a  red  rag  at  a 
bull.  He  could  not  tolerate  that  association,  and  the  witnesses  had 
a  very  difficult  time.  Mr.  Fordne}^  did  not  leave  anyone  in  doubt 
as  to  what  his  position  was  going  to  be  on  this  matter. 

Owing  to  our  mutual  good  will,  he  was  very  pleasant  to  me;  but 
the  other  witnesses  had  a  very  difficult  time  with  Mr.  Fordney. 

WeD,  as  far  as  I  know,  that  bill  never  was  reported  out  of  the  com- 
mittee at  all. 

If  the  committee  wishes,  I  can  leave  with  it  the  report  which  I 
wrote  myself  and  sent  down  in  1919. 

Mr.  McCormack.  The  committee  has  that  before  it  at  this  time. 
As  I  understand,  it  is  a  document  entitled  ''Information  concerning 
free  zones  in  ports  of  the  United  States/'  gotten  up  by  the  United 
States  Tariff  Commission. 

Mr.  Page.  As  I  say,  conditions  have  changed.  As  the  Commis- 
sioner of  Customs,  Mr.  Dow%  has  just  said,  our  customs  regulations 
have  been  modified  and  to  some  extent  at  least  ameliorated;  partly, 
if  I  may  presume  to  say  so,  because  of  the  careful  study  which  we 
made  on  the  Tariff  Commission  and  in  accordance  with  recommen- 
dations which  the  Tariff  Commission  made. 
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While  the  reasons  for  the  establishment  of  free  zones  now  are  not 
80  strong  as  they  were  15  years  ago,  the  objections  to  the  establish- 
ment of  free  zones  IiUcewise  are  sli^t.  There  is  no  especial  reason,  if 
any  city  along  the  coast  wishes  at  its  own  expense  to  establish  a  free 
zone,  or  at  the  expense  of  private  capital,  to  object  to  it. 

The  questions  which  have  been  asked  the  witnesses  who  have  pre- 
ceded me  I  think^have  developed  no  reasonable  objections  to  that. 

The  matter  of  smuggling,  which  the  Treasury  Department  natur- 
ally and  properly  always  has  in  mind,  is  not  a  question  of  real  inq^or- 
tance.  It  is  easy  enough  to  guard  those  zones.  They  do  it  ahr .^id. 
Those  of  us  who  may  have  visited  Hamburg  will  realize  that  it  is  more 
difficult  to  smuggle  commodities  out  of  the  fi'ce  port  at  Hamburg 
than  it  woidd  be  to  smuggle  them  into  the  country  in  any  other  way. 
It  costs  the  Government  something  to  maintain  a  proper  supervision 
over  the  ingress  and  egress  to  and  from  a  free  zone,  but  the  cost  would 
not  be  excessive.  I  shoidd  say  that  any  port  established  with  reason- 
able Hmits  as  to  area,  and  so  on,  could  be  guarded  adequately  for  a 
few  thousand  dollars  a  year.  It  does  not  cost  much  at  Hamburg  nor 
at  Copenhagen.  But  we  have  not  got  in  this  country  the  same  oppor- 
tunities for  making  use  of  a  free  zone  or  a  free  port  that  they  have 
abroad.  We  have  no  great  back  country  to  which  we  would  like  to 
ship  goods  free  from  the  payment  of  duties,  as  they  have  in  Europe. 

Hamburg  is  a  classical  example  of  a  free  port.  It  is  the  one  that 
was  the  most  prosperous  and,  so  far  as  I  know,  still  is.  Hamburg  got 
its  free  zone  as  a  concession  from  the  German  Empire,  to  persuade 
the  people  of  Hamburg  to  join  the  Empire.  Hamburg  did  not  become 
a  member  of  the  German  Empire  for  several  years  after  the  Enquire 
was  organized,  and  the  chief  objection  that  the  people  of  Hamburg 
made  was  that  if  they  had  to  come  into  the  Enquire  and  pay  the  duties 
of  a  (ierman  tariff  on  all  the  commodities  brought  into  Hamburg, 
it  would  ruin  Hamburg.  The  city  Uved  then  and  has  lived  since 
mainly  on  its  international  trade.  Hamburg  is  a  great  center  for 
assembling  goods  from  other  countries,  and  distributing  them  to 
yet  other  countries;  it  has  done  and  still  does  a  colossal  business  of 
that  kind.  It  has  sot  all  of  these  other  European  countries  to  which 
it  may  ship  its  goods  that  it  assembles  from  the  Far  East  and  the  West 
Indies  and  America  and  elsewhere.  They  can  bring  those  goods 
into  the  Hamburg  free  port.  There  they  can,  to  use  a  common 
expression,  manipulate  them  in  any  w  ay  that  they  choose.  They 
may  assemble  goods  so  as  to  afford  a  full  cargo  for  vessels  going  to 
other  ports  of  the  world  and  it  is  a  very  profitable  business;  so  much 
so  that  Copenhagen  imitated  it,  and  the  free  port  of  Copenhagen 
likewise  was  doing,  when  I  made  that  study,  which  was  a  good  many 
years  ago,  a  very  profitable  business. 

Personally,  I  do  not  see  that  free  zones  would  mean  a  great  deal  to 
this  countrj^  at  the  present  time.  There  is  not  enough  business  that 
is  essentially  characteristic  of  a  free  zone,  which  is,  as  the  chairman 
said  a  w^hile  ago,  a  transshipment  business.  You  bring  goods  in 
from  one  foreign  country  and  send  them  to  some  other  foreign  country. 

Now,  there  is  some  point,  and  some  business  may  be  developed 
thereby,  in  having  places  where  you  can  assemble  enough  goods  from 
different  places  to  give  a  ship  a  full  cargo  when  it  wante  to  go  some- 
where else.  We  might,  in  the  course  of  tLsfe,  develop  some  business 
along  this  line.   But  anything  that  we  want  to  send  to  Canada  can 


and  does  go  in  bond.    If  we  want  to  send  Japanese  or  European 

goods  to  the  West  Indies  or  to  South  America,  we  might  perhaps 
have  some  Httle  business  in  collecting  them  in  New  York  or  Norfolk, 
where  the  Representative  who  just  testified  comes  from,  and  assemble 
a  cargo  there  which  would  make  it  worth  while  for  a  ship  to  go  from 
one  of  those  ports  to  Cuba  or  to  Central  or  South  America.  But 
there  would  not  be  a  great  deal  of  business  in  that  direction  now. 

I  see  no  objection  to  free  ports;  I  repeat  that.  The  danger  of 
smuggling  is  negligible.  As  to  this  matter  of  blending,  et  cetera, 
all  the  blending  tlv.ii  we  can  do  as  between  imported  "oods  and 
domestic  goods  would  probably  be  of  benefit  to  American  industries. 
Mr.  Watson  asked  a  question  having  to  do  with  blending  fruit  with 
sugar.  I  think  that  it  would  be  wdcomed  by  all  the  fruit  growers 
of  the  United  States,  in  order  to  facilitate  that  business,  if  they  can 
facilitate  it  and  export  a  little  more  fruit  to  foreign  countries,  by 
saying  the  sugar  importer  the  necessity  of  making  a  bond  or  paying 
this  duty  and  then  taking  chances  on  getting  a  drawback  and  all 
that  sort  of  thing.  It  would  save  the  interest  on  the  duty  that  he 
has  had  to  pay.    It  would  be  a  good  thing. 

We  have  made  our  drawback  system  and  warehouse  system^ 
et  cetera,  somewhat  more  workable  now  than  thev  were  when  I 
wrote  that  report,  some  14  or  15  years  ago.  But  even  now  the 
people  who  have  to  use  those  facilities  a  good  d?al  find  that  they 
are  cumbersome  and  somewhat  awkward,  and  it  would  perhaps 
help  them  a  little  in  their  business  to  be  ifree  from  these  expenses 
and  deh\Y>  and  w(^nies  and  the  red  tape,  and  all  that  :^ort  of  thing. 
It  would  facilitate  their  business  somewhat,  though,  under  the  un- 
proved regulations,  not  as  much  as  would  have  been  saved  if  Congress 
had  considered  this  bill  favorably  14  years  ago.  Tlie  chief  benefits 
to  be  expected  from  free  zones  I  have  enumerated  in  that  report 
that  I  made  years  ago  and  they  remain  now  in  a  somewhat  milder 
form  the  same  as  they  were  then. 
Mr.  McCoRMACK.  Briefly,  what  are  those? 

Mr.  Page.  Well,  it  is  rather  difficult  to  dte  them  briefly,  Mr, 
Chairman. 

But  it  does,  as  I  have  just  said ;  relieve  the  men  who  are  interested 
in  foreign  trade  a  good  deal  from  the  necessity  of  making  bond,  pay- 
ing interest  on  duties,  losing  that  1  per  cent  that  they  lose  in  the 
drawback,  shipping  the  goods  from  the  port  to  some  bonded  ware- 
house, and  then  havmg  to  return  them.  If  all  that  kind  of  business 
can  be  assembled  and  transacted  in  one  place,  it  would  be  a  saving. 

Mr.  McCoRMACK.  The  competition,  then,  for  the  world's  market 
is  very  acute  throughout  the  world. 

Mr.  Page.  So  far  as  I  know.  So  far  as  there  is  any  business,  there 
is  tremendous  competition  for  it. 

•  Mr.  McCoRMACK.  What  effect  would  the  elimination  of  the  neces- 
sity of  going  tlirough  the  procedure  of  drawback,  paying  the  duties, 
and  those  other  incidental  expenses  have  upon  the  abihty  of  American 
industry  to  more  successfully  compete  in  the  world  market? 

Mr.  Page.  Oh,  it  would  give  it  some  aid.  It  is  probably  well 
known  to  you  gentlemen  that  the  drawback  has  not  amounted  to 
very  much  except  for  the  sugar  industry,  and  I  think  the  lead  indus- 
try.   Unless  conditions  have  changed  greatly  

Mr.  McCoBMACK  (interposing).  What  are  the  figures  on  that? 


Mr.  Dow.  During  the  calendar  year  1931  we  paid  out  $3,149,000 
drawback  on  sugar;  $1,619,000  on  linseed  oil  cake.    The  imported 

material  was  flaxseed. 
Mr.  Page.  Flaxseed? 

Mr.  Dow.  From  the  Argentine.    Canned  fruits,  $422,000. 
Mr.  Page.  That  was  the  sugar  in  the  canned  fruits. 
Mr.  Dow.  Yes.    We  paid  out  $746,000  on  motion-picture  films. 
Mr.  Page.  That  Vas  a  new  development  since  the  writing  of  my 
report. 

Mr.  Dow.  And  $441,000  on  rayon  piece  goods. 
Mr.  Page.  That  also  is  a  new  development. 
Mr.  Dow.  Those  are  the  principle  items. 

Mr.  Page.  You  will  observe,  gentlemen,  that  these  are  ratiier 
highly  speciaUzed  industries,  most  of  them,  with  ihe  exception  of 
sugar,  and  that  accounts  for,  I  should  say,  fully  two-lMrds,  if  you 
include  that  in  the  fruit. 

Mr.  Dow.  We  paid  out  a  total  of  about  $12,000,000  in  drawback. 

Mr.  Page.  As  much  as  that? 

Mr.  Dow.  Yes. 

Mr.  McCoRMACK.  ^Y^\^lt  did  you  pay  out  in  1929? 

Mr.  Dow.  This  is  the  fiscal  year, '  1929,  $13,666,000:  for  1930. 
$14,444,000;  1932,  fiscal  year,  $11,455,000. 

Mr.  Page.  The  nuitter  of  collecting  the  drawback  used  to  be,  and 
I  imagine  still  is,  attended  with  considerable  expense  to  those  who 
want  to  take  advantage  of  it.  They  have  to  have  specialists — lawyers, 
that  know  how  to  make  the  collection.  They  have  to  go  to  consider- 
able additional  expense,  in  the  managing  of  their  industry,  so  as  to 
be  able  to  prove  that  the  goods  exported  are  of  foreign  manufacture 
and  so  on. 

Mr.  Watson.  Would  that  1  per  cent  of  the  drawback  pay  this 
additional  expense? 

Mr*  Page.  The  expense  of  what?  I  am  talking  about  the  expense 
to  the  people  who  collect  it,  not  the  expense  to  l£e  Government. 

Mr.  Watson.  The  e^n>en8e  of  coUecting  the  drawback? 

Mr.  Page.  I  mean  the  expense  to  the  people  who  would  receive 
the  drawback;  the  expense  that  they  have  got  to  incur  in  order  to 
collect  from  the  Government. 

Mr.  Watson.  One  per  cent  of  the  drawback  would  pay  all  the 
expenses  of  the  Government. 

Air.  Page.  So  far  as  I  know.  I  imagine  that  is  why  it  is  kept  on 
there.  1  don't  know  whether  it  would  pay  the  expenses  of  the  Goy- 
ernment  or  not.    Mr.  Dow,  I  imagine,  could  answer  that  question. 

Mr.  Dow.  We  paid  out  $11,455,000.  One  per  cent  would  be 
$114,000. 

Mr.  Vinson.  Of  course,  that  1  per  cent  would  simply  apply  to  the 
drawing  down  of  the  drawback. 

Mr.  PA(iK.  That  is  expense  to  the  Government.  1  was  not  refer- 
ring to  that,  however.  I  was  referring  to  the  fact  that  it  is  some- 
what expensive  to  the  people  who  are  entitled  to  the  drawback  to 
collect  it.    And  they  lose  the  interest. 

Mr.  Watson.  If  they  hold  the  commodity  they  lose  the  interest 
and  the  amount  of  duty  paid. 

Mr.  McCoRMAOK.  And  the  use  of  tiie  money,  too* 

Mr.  Paob.  Yes. 
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Mr.  Vinson.  Now,  Mr.  Chairman,  I  would  like  to  have  Mr.  Dow 
answer  the  question  that  was  propounded  to  him.  He  was  asked  if 
1  per  cent  would  cover  the  administrative  expense  due  to  drawback. 

Mr.  Dow.  I  would  say  that  would  cover  it.  We  have  to  pay  the 
salaries  of  our  customs  agents  who  go  out  and  investigate  the  factory 
in  the  first  instance,  and  traveling  expenses.  I  would  say  that  would 
cover  administrative  expenses. 

Mr.  Page.  In  the  meantime,  you  realize  the  people  who  are 
receiving  the  drawback  are  losing  the  interest  on  $12,000,000  for  a 
certain  length  of  time,  and  they  are  incurring,  I  repeat,  considerable 
additional  expense  in  making  their  claims  and  putting  them  over  to 
the  Treasury  Department,  and  there  is  considerate  delay  and  cum- 
I  bersomeness  in  the  whole  matter.    But  it  works  better  now  thiui  it 

did  15  years  ago. 

Mr.  McCoRMACK.  You  refmed  to  conditions  in  Europe,  relating 
to  Hamburg  and  Copenhagen,  with  relation  to  the  interior  of  the 
country? 

Mr.  Page.  Yes. 

Mr.  McCoRMACK.  That  condition  existed  when  you  made  your 

report  in  1919? 

Mr.  Page.  Certainly. 

Mr.  McCoRMACK.  So  that  you  had  that  in  mind  at  that  time,  and 
the  fact  that  the  same  condition  exists  to-day  would  not  affect  your 
position  with  reference  to  the  fundamental  question. 

Mr.  Page.  Not  in  the  slightest. 

Mr.  McCoRMACK.  But  you  would  change  your  position,  due  to  the 
change  in  world  conditions?  That  is,  you  have  motified  your  position 
somewhat  in  view  of  the  change  in  world  conditions? 

Mr.  Page.  I  have  not  ciianged  my  position,  as  you  say. 

Mr.  McCoRMACK.  I  said  modified. 

Mr.  Page.  I  repeat  that  I  don't  think  the  estaUishment  of  free 
zones  in  this  country,  under  existing  conditions,  would  be  as  h^pful 
to  the  United  States  as  they  would  hare  been  15  years  i^,  because 
there  is  so  much  less  trade.  And  at  that  time,  you  gentlemen  remem- 
ber, probal^y  more  distinctly  than  I  do,  how  crowded  all  our  ports 
and  all  our  terminals  were.  You  remember  that  goods  had  to  be 
unloaded  and  thrown  out  on  the  street,  and  there  was  a  great  deal  of 
spoilage  and  damage  and  so  on,  because  there  were  simply  not  the 
facilities  for  handling  the  commerce,  the  enormous  quantities  of  goods 
that  we  shipped  abroad  and  received  from  abroad.  Now,  all  that 
has  changed. 

Mr.  McCoRMACK.  I  know,  but  you  will  agree  with  me  that  in 
the  consideration  of  legislation  to-day  that  we  should  not  view  it 
from  existing  conditions.  Let  us  hope  not.  On  the  other  hand,  you 
would  not  be  justified  in  viewing  it  from  the  point  of  view  of  condi- 
tions that  existed  in  1929,  1928,  or  1927.  But  we  ought  to  view  it 
from  what  we  might  reasonably  consider  to  be  the  normal  world 
trade,  when  we  get  back  to  normalcy  again. 

Mr.  Page.  In  general,  Mr.  Chairman,  I  think  that  is  true.  At 
the  same  time  I  ought  to  remind  you  that  since  the  period  when  I 
pre||»at«d  that  report  ^eie  has  been,  due  to  private  enterprise,  a  very 
large  development  of  our  port  facUities.  Those  oi  you  who  live  in 
the  ports  realize  that.  Owing  to  the  growth  of  commerce  our  people 
went  to  work  to  meet  the  needs  of  the  situation,  and  we  were  aUe  in 
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1928  and  1927  and  along  there  to  handle  a  commerce  that  was  almost, 
if  not  quite  as  great  as  it  had  been  in  1919,  without  the  necessity  of 
free  zones,  because  of  the  growth  and  expansion  of  the  facilities  at  our 

ports. 

One  of  the  chief  arguments  15  years  ago  was  that  the  existence  of  a 
free  zone  would  immediately  and  greatly  expand  the  facilities  for 
carrying  on  our  cobimerce.  We  didn't  get  them  then.  In  the  mean- 
time those  facilities  were  expanded  in  other  ways  by  private  capital 
and  enterprise ;  and  I  imagine  in  most  of  our  ports  now  they  have  got 
more  facilities  than  they  have  commerce  to  use  them  on. 

Mr.  McCoRMACK.  What  I  want  you  to  state  for  the  record,  for  the 
benefit  of  the  subcommittee,  is  your  definite  position  to-day.  Do  you 
or  do  you  not  to-day  favor  legislation  of  this  kind? 

Mr.  Page.  I  generally  favor  the  legislation,  Mr.  Chairman,  as  a 
means  of  enabling  the  port  cities  to  develop  those  facilities,  if  and 
when  the  time  comes  that  they  need  them.  This  isn't  anything,  as  I 
understand  it,  more  than  permissive  legislation.  It  doesn't  compel 
these  cities  immediately  to  go  to  work  and  put  in  these  facilities. 

Mr.  Vinson.  Woukm't  competition  do  that? 

Mr.  Page.  Well,  free  zones  have  these  incidental  advantages  that  I 
have  pointed  out.  If  the  city  of  Norfolk,  that  the  gentleman  here 
from  Virginia  represents,  can  raise  the  money  and  estabUsh  a  free 
zone  there,  subject  to  government  plan,  in  the  first  place,  and  inspec- 
tion in  the  second  place,  I  see  no  objection  to  them  going  ahead  with 
it. 

Mr.  Vinson.  Wouldn't  they  be  forced  to  go  out  and  get  the  money, 
even  at  a  sacrifice,  say,  if  New  York  had  a  free  port?    If  New  York  ' 
had  a  free  port,  what  position  is  Boston  going  to  be  in  without  a  free 
port? 

Mr.  Page.  If  I  thought  that  the  free  port  would  affect  our  commerce 
very  much,  I  should  say  that  New  York  would  have  an  advantage, 
imless  Boston  likewise  chose  to  have  a  free  port. 

Mr.  Vinson.  Ck>n8equently,  Boston  would,  of  necessity^  have  to 
go  out— whether  they,  as  an  original  proposition  want  it  at  this 
particular  time — they  would  have  to  go  out  and  meet  the  competition 
of  the  free  port  of  New  York. 

Mr.  Pagb.  The  chances  are  that  for  some  years  to  come — ^I  don't 
know  how  long;  I  hope  not  very  long — but  for  some  years  to  come  the 
people  of  Boston  would  recognize  that  the  people  of  New  York  were 
not  making  interest  on  the  money  they  had  put  into  this  free  port, 
and  it  wouldn't  give  any  very  great  practical  advantage  to  New 
York.  If  and  when  we  have  again  a  tremendous  commerce,  I  think  it 
would  be  well  to  let  these  particular  cities  know  that  if  they  choose 
they  may  have  free  ports,  subject  to  regulation — I  might  say  I  haven't 
read  this  bill.  I  don't  know  just  what  the  provisions  are.  Therefore, 
I  shall  have  to  say  subject  to  proper  regulation  in  regard  to  the  area 
and  the  methods  of  guarding  the  port,  and  qualifications  with  regard 
to  health  and  inhabitants  of  the  zones  and  things  of  that  kind,  I  see 
no  objection  to  letting  them  have  it,  if  they  want  it. 

Mr.  Watson.  Mr.  Page,  you  will  recall  back  in  1919  the  protec- 
tionists had  a  pretty  strong  hold  on  this  committee. 

Mr.  Page.  Yes. 

Mr.  Watbon.  And  one  ci  the  objections,  as  I  recall,  was  that  a  free 
Eone  established  along  the  coast  would  be  a  disadvantage  to  the 
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manufacturers  that  were  in  the  interior.  That  was  one  of  the  objec- 
tions, as  I  recall  it. 

Mr.  Page.  It  was.  I  remember  it  very  distinctly.  I  expressed  the 
opinion  at  that  time  that  the  danger  of  any  such  competition  as  that 
was  greatly  exaggerated.  Whereever  any  industry  is  established 
along  some  new  fines,  necessarily  there  is  some  competition  with  the 
industries  that  are  already  being  prosecuted  along  established  lines. 
That  is  inevitable,  but  as  for  any  serious  competition  between  any 
business  that  can  be  done  in  a  free  zone,  such  as  contemplated  in 
any  of  these  bills,  and  any  of  our  interior  industries,  the  danger  of 
competition,  I  think,  is  negligible. 

Mr.  Watson.  These  free  zones  probably  would  have  no  effect 
whatever  upon  the  protective  policy. 

Mr.  Page.  I  can't  see  that  it  would  have  the  slightest  effect. 

Mr.  Watson.  That  was  one  of  the  great  objections  of  the  strict 
protectionists. 

Mr.  Page.  Yes,  I  remen^r  that. 

Mr.  Vinson.  Mr.  Page,  if  any  decided  advantage  comes  to  ihoae 
who  operate  in  the  free  zone,  why  wouldn't  that  affect  their  com- 
petitor that  didn't  have  the  advantage? 

Mr.  Page.  Mainly  for  this  reason;  that  any  advantages  that  come 
to  them,  come  to  them  in  a  business  that  is  now  not  transacted  in 
this  country  at  all.  It  would  be  in  the  main  mostly  new  business 
and  not  business  that  was  going  to  compete  with  some  established 
business  over  here.  It  is  with  a  view  to  enabling  our  ships  and 
merchants  to  get  a  little  additional  business  that  we  do  not  get  now 
at  all,  and  do  some  work  in  carrying  goods  from  this  country  to  other 
parts  of  the  world,  which  are  assembled  over  here.  That  business 
now,  or  very  little  of  it,  is  done. 

Mr.  Vinson.  Let  us  take  the  blending  business,  domestic  and 
foreign.  I  haven't  any  particular  one  in  mind.  But  we  will  just 
assume  we  have  a  business  here,  and  say  it  is  inland,  that  blends 
products  and  ships  into  the  world  trade. 

Mr.  Page.  Yes. 

Mr.  Vinson.  Now^  we  have  the  free  zone.  That  forei^  product 
comes  into  that  and  is  blended.  There  is  also  the  domestic  product. 
Don't  you  think  that  would  give  a  material  advantage  to  that  ousiness 

over  the  domestic? 

Mr.  Page.  Yes;  some  advantage.  But  after  all,  when  you 
remember  that  this  business  of  blending  foreign  products  and^pping 
them  out  of  this  coimtry,  with  but  few  exceptions,  is  a  smaU  business 
at  present,  and  where  it  was  not  a  small  business  it  could  continue  to 
be  carried  on  and  could  compete  successfully  with  any  similar  effort 
in  the  free  zone,  I  think  you  will  realize  that  what  I  have  come  to 
regard  as  a  limited  amount  of  business  that  the  American  free  zone  could 
get  would  be  in  the  main  new  business  and  not  business  that  could 
compete  with  an  established  enterprise  in  the  United  States.  I  have  got 
to  admit  that  that  is  mainly  opinion  on  my  part,  and  it  is  based  upon 
the  supposition  that  most  of  the  work  at  this  free  zone  is  going  to  be 
just  the  assembling  of  things,  putting  them  into  convenient  form  for 
reexport,  bringing  them  together  in  such  a  manner  as  to  give  a  full 
cargo  to  a  ship,  instead  of  toking  a  chance  and  sending  a  few  packages 
of  something  m  a  ship  that  is  going  somewhere,  and  so  on.  1  think  it 
would  encourage  our  shipping  somewhat,  because  it  would  be  easier 
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to  assemble  a  cargo,  say,  for  Rio,  or  some  other  South  American  port. 
If  we  could  have  some  Japanese  goods  and  some  English  goods  and 
some  other  goods  and  comoine  them  witli  American  pianos  and  what 
not,  and  have  a  free  zone  where  men  could  bring  those  things  in  and 
put  them  there  in  a  warehouse,  without  having  to  pay  duty  on  them, 
or  without  having  to  go  to  the  expense  of  putting  them  in  a  bonded 
warehouse  and  th'at  sort  of  thing,  it  would  be  some  advantage.  Not 
anything  like  it  would  have  been  15  years  ago,  because  of  the  decay 
of  commerce  since  that  time.  But  so  far  as  it  affects  trade,  where  it 
would  have  any  effect,  I  think  it  would  he  good.  And  on  that  ground 
I  am,  on  the  whole,  in  favor  of  permissive  legislation. 

Mr.  McCoRMACK.  But  you  are  not  enthusiastic  about  it  now. 

Mr.  Page.  Just  because  I  don't  think  there  is  enough  business  to 
make  the  thing  particularly  profitable,  and  I  must  say  that  I  doubt 
somewhat  whether  they  would  be  able  to  raise  capital  from  private 
sources  in  many  of  our  cities. 

Mr.  McCoBMACK.  Why  should  the  States  or  the  cities,  at  the  ex- 
pense  of  the  taxpayer,  incur  the  capital  investment? 

Mr.  Page.  Why  shoiddn't  the  municipality,  you  mean,  instead  of 
private  enterprise,  install  the  free  port  and  equip  it  and  so  forUi?  Is 
that  your  question? 

Mr.  McCoRMACK.  Exactly. 

Mr.  Page.  I  see  no  objection  to  it,  if  the  municipality  wishes  to 

do  it. 

Mr.  McCoRMACK.  I  said  why  should  the  State  or  municipality 

incur  the  capital  investment. 

Mr.  Page.  I  see  no  reason  why  it  should  be  done  by  them,  rather 
than  by  private  corporations. 

Mr.  McCoRMACK.  If  business  men  in  the  port  of  Boston  figure  it 
would  assist  them,  why  shouldn't  they  make  the  investment?  Be- 
cause with  the  investment  goes  the  responsibility  of  trying  to  make 
it  a  success,  and  assurance  of  permanent  interest. 

Mr.  Page.  I  see  no  reason  why  either  one  that  prefers  could  not 
do  it. 

Mr.  McCoRMACK.  We  have  too  many  so-<;alled  pubhc  projects ^ 
financed  by  local  government,  which  are  now  burdening  the  tax- 
payers. 

Mr.  Page.  I  feel  absolutely  convinced,  and  I  think  you  do  like- 
wise, Mr.  Chairman,  that  you  would  not  find  any  State  or  munici- 
pality in  the  United  States  now  that  is  going  to  appropriate  money 
out  of  the  pubUc  treasury  for  the  purpose  of  mstalhi^  a  free  port. 

Mr.  McCoRMACK.  And  the  same  would  apply  to  a  State  or 
municipaUty. 

Mr.  Page.  I  say  you  couldn't  find  a  State  or  mimicipahty  that  is 
going  to  put  money  into  it.  If  you  raise  money  for  it  at  all,  I  think 
it  would  have  to  be  by  private  subscription,  by  corporations. 

Mr.  McCoRMACK.  And  the  field  of  reasonable  and  fair  and  proper 
competition  would  be  preserved  to  the  several  ports  on  our  coast 
line. 

Mr.  Page.  Yes. 

Mr.  McCoRMACK.  If  that  were  done,  and  it  would  then  be  left  to- 
the  private  capital. 
Mr.  Page.  Yes. 
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Mt.  McCormack.  Boston,  for  example.  The  letrislature  might 
authorize  the  city  of  Boston  to  do  it,  and  they  might  appropriate 
five,  ten,  or  fifteen  milHon  dollars,  and  Norfolk  might  not  be  able  to 
do  it;  and  yet  that  capital  investment  might  not  be  warranted. 

Mr.  Page.  There  is  always  that  question  of  port  competition.  It 
has  been  one  of  the  problems  of  our  transportation  legislators  from 
time  immemorial.  How  can  we  regulate  transportation  in  such  a  way 
as  to  be  perfectly  fair  and  just  as  between  Boston  and  New  York,  and 
Norfolk  and  Savannah  and  New  Orleans  and  other  ports?  You  are 
familiar  with  the  great  difficulties  we  have  had.  It  was  the  compe- 
tition and  the  jeSousy  and  the  differences  that  arose  as  amongst 
our  cities  that  was  one  of  the  prime  reasons  for  the  creation  of  me 
Interstate  Commerce  Ck>mmis8ion  when  I  was  a  boy,  back  in  1887. 
It  didn't  do  much  woik  until  the  twentieth  century  beg^,  when  it 
was  reorganized. 

Mr.  Crowther.  Right  at  that  point,  Mr.  Page,  I  read  the  report 
which  you  made.  It  is  very  comprehensive  and  very  elaborate.  I 
think  at  that  time  there  was  some  question  raised  as  to  the  consti- 
tutionality of  the  procedure. 

Mr.  Page.  Yes. 

Mr.  Crowther.  There  was  reference  made  to  Article  IX,  in  section 
1  of  the  Constitution,  that  no  preference  shall  be  given  by  any  regula- 
tion of  commerce,  or  revenue,  to  the  ports  of  one  city  over  those  of 
of  another. 

Mr.  Page.  Yes. 

Mr.  Crowther.  I  think  that  point  was  made  at  that  time,  if  you 
remember. 
Mr.  Page.  Yes. 

Mr.  Crowther.  I  want  to  call  your  attention  to  just  one  short 
statement  you  made : 

I  was  about  to  say,  Mr.  Chairman,  that  one  of  the  greatest  advantages  we  ask 
for  from  the  establishment  of  these  free  foreign  trade  sones,  which  Ib  a  better 

term  for  them  *  *  *  since  the  word  "free"  carries  the  imillication  that  the 
fiscal  poUcy  is  involved,  and  the  implication  in  the  main  being  that  we  use  the 
expression  "free  trade"  as  a  synonym  for  low  tariff,  and  I  think  in  your  report 
you  suggest  they  be  called  neutral  sones.  One  chief  advantage  to  be  expected 
in  my  opinion  is  the  enormous  addition  which  will  be  made  to  our  out  of  date 
and  inadequate  port  and  harbor  facilities,  which  it  has  been  found  almost  impos- 
sible to  scrap  and  that  no  longer  serve  any  useful  purpose. 

That  was  in  the  evidence  you  gave  here. 

Mr.  Page.  That  was  w^hat  I  was  alhiding  to  here  a  moment  ago. 
Mr.  Crowther.  But  there  has  been  a  remarkable  advance  in  our 
port  and  harbor  facilities  in  that  14  years,  has  there  not? 
Mr.  Page.  Oh,  yes. 

Mr.  McCormack.  You  conveyed  to  me  the  impression  that  the 
most  important  function  of  a  port  of  this  kind  to  perform  would  be 
on  the  transshipment.  In  what  way?  Would  you  elaborate  just  a 
little  on  that,  as  to  how  it  would  be  an  advantage  to  American 
industry,  and  thereby  to  American  labor? 

Mr.  J  Paob.  I  don't  know  that  there  would  be  any  advantage  to 
industry  in  a  technical  sense,  if  by  that  you  mean  manufacturing. 

Mr.  McCormack.  In  what  way  would  it  be  of  benefit? 

Mr.  Page.  I  shall  have  to  repeat  much  of  what  I  have  said  abeady, 
Mr.  Chairman;  that  it  would  make  it  possible  for  American  merchants 
and  dealers  to  assemble  in  a  definite  place  commodities  from  other 
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countries,  sort  out  those  and  put  those  together  that  are  going  to  some 
particular  coimtry,  and  in  that  manner  make  up  a  cargo  for  a  ship 
which  would  make  it  worth wliile  to  send  a  ship  to  that  coimtry. 

Mr.  McCormack.  What  do  they  do  now  in  that  buduiess?  Where 
do  they  have  that  done  now? 

Mr.  Page.  Mos^  of  it  is  done  abroad. 

Mr.  McCormack.  Would  you  think  if  we  have  free  ports  it  would 

bring  it  here? 

Mr.  Page.  We  have  a  little  of  it,  but  it  is  very  difficult. 
Mr.  McCormack.  Do  yon  think  that  particular  field  of  activity 
would  be  increased  if  there  were  free  ports? 
Mr.  Page.  I  think  so. 

Mr.  Watson.  As  such  a  large  amount  of  sugar  is  imported  under 
the  drawback  system,  if  we  establish  the  zones,  wonld'nt  foreign 
sugar  come  in  without  duty?  Wouldn't  that  be  a  differential  against 
sugar  produced  in  the  interior,  in  America? 

Mr.  Page.  I  don't  think  so,  Mr.  Watson.  I  think  it  might  be  a 
good  thing  for  our  ships  to  have  the  sugar  brought  to  this  country 
and  then  reshipped  to  England,  instead  of  having  it  shipped  direct 
from  Cuba  to  England  or  some  country  of  tihat  Kind.  I  don't  see 
how  it  could  in  the  slightest  degree  interfere  with  our  refiners  or 
growers.  It  would  simply  develop  in  this  country  a  little  additional 
business  that  we  do  not  have  to-day.    That  is  the  main  ai^ument  for  it. 

Mr.  McCormack.  Take,  for  example,  the  Revere  Sugar  Refinery, 
located  up  in  metropoUtan  Boston,  representing  a  tremendous 
capital  investment.  Do  you  think  it  likely  that  they  would  move 
their  business  into  a  free  port  zone  for  the  purpose  of  doing  all  their 
refining,  the  greater  part  of  which  is  for  consumption  in  the  United 
States,  just  to  obtain  the  benefits  relating  to  drawbacks  and  so  forth? 

Mr.  Page.  It  would  be  out  of  the  question.  They  could  not  and 
would  not  do  that.  Of  course,  they  couldn't  establish  a  refinery  with- 
in the  zone  for  two  reasons;  one  is,  as  has  just  been  pointed  out,  sugar 
refining  is  regarded  as  being  a  branch  of  manufacturing,  and  unless 
you  add  to  your  bill  that  manufacturing  is  permissible,  they  couldn't 
do  it,  but  there  is  another  and  still  more  potent  reason;  they  couldn't 
afford  to  pay  the  rents  necessaiy  to  establish  the  sugar  refiner^^  in  the 
free  zone.  Rents  in  an  area  that  is  siurounded  by  a  proper  fence,  and 
guarded  by  Government  agents,  and  so  on,  will  be  prohibitive  for 
anything  except  a  verv  highly  specialized  business.  You  could  not 
expect  people  to  go  there  with  any  big  manufacturing  enten>rises. 
They  couldn't  get  inside.  It  would  be  physically  impossible.  I  don't 
remember  the  exact  size  of  the  port  at  Hamburg.  It  is  the  busiest 
and  most  important  in  the  world,  but  it  is  along  the  river  bank  there, 
and  the  rents  within  that  area  are  very  high  as  compared  with  any 
thing  outside. 

Mr.  Watson.  Wouldn't  sugar  from  Cuba,  without  duty,  bring  a 
lower  price  at  the  port  of  New  York  than  domestic  sugar  landed  at 
the  port  of  New  York? 

Mr.  Page.  It  couldn't  be  sold  in  New  York  at  all,  Mr.  Watson. 

Mr.  W^ATSON.  What  couldn't  be  sold? 

Mr.  Page.  It  couldn't  get  out  of  the  zone  without  paying  the  duty. 

Mr.  Watson.  The  sugar  that  is  imported  would  be  exported  out. 
The  commodity  with  which  the  sugar  is  mixed  could  be  exported 
without  paying  a  duty. 
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Mr.  Page.  You  mean  wouldn't  it  sell  at  a  lower  price  abroad? 

Mr.  Watson.  I  mean  sugar  landed  in  New  York,  through  Cuba, 
without  duty  would  be  cheaper.  It  could  be  bought  cheaper  than 
suffar  landed  in  New  York  from  any  part  of  the  United  States. 

Mr.  Page.  Bought  cheaper  by  wnom? 
Mr.  Watson.  By  the  purchaser. 

Mr.  Page.  If  it  is  a  domestic  purchaser  it  couldn't  be  bought  any 
cheaper  than  he  could  buy  the  other  sugar. 

Mr.  Watson.  I  say  he  could  buy  the  Cuban  sugar  cheaper  than 
domestic  sugar  if  there  is  no  duty  on  it. 

Mr.  Page.  No;  he  couldn't.  ^ 

Mr.  Watson.  Why  not? 

Mr.  Page.  Before  he  could  get  it  in  the  country  he  has  to  pay  the 
duty. 

Mr.  Watson.  But  I  understand  in  a  free  port  he  could  bring  the 
sugar  in  and  manufacture  it;  he  mixes  it  and  then  exports  it. 
Mr.  Page.  Yes;  in  the  free  zones. 

Mr.  Watson.  He  couldn't  buy  American  sugar,  landed  in  New 
York  cheaper  than  he  could  buy  the  Cuban  sugar,  without  duty. 

Mr.  McCoRMACK.  What  Mr.  Watson  has  in  mind  there,  and  the 
thought  in  my  mind  is,  the  removal  of  the  differential  so  far  as  the 
import  of  Cuban  sugar  into  the  free  zone  is  concerned  would  give  it  a 
preference  over  the  domestic  sugar. 

Mr.  Page.  I  can't  say  that  I  imderstand  Mr.  Watson's  question. 

Mr.  Watson.  What  is  a  pound  of  sugar  worth? 

Mr.  Page.  What  sort  of  sugar? 

Mr.  Watson.  Sugar  that  is  mixed  with  fruits,  for  example.  What 
is  that  sugar  worth  in  New  York,  without  any  duty  upon  it? 
Mr.  Page.  I  can't  tell  you  that. 

Mr.  Watson.  It  certainly  would  be  lower  than  domestic  sugar, 
because  we  have  the  duty  to  protect  the  domestic  sugar. 
Mr.  Page.  I  don't  know  the  price. 

Mr.  Watson.  And  of  course  there  would  be  a  differential  in  favor 
of  the  f oreipi  si^ar.  I  asked  that  question  yesterday  of  the  repre- 
sentative of  the  Commeroe  Department  and  he  acknowledged  there 
would.  I  wanted  to  get  that  fact  emphasized  here  by  the  represen* 
tative  of  the  Tariff  Commission. 

Mr.  Page.  I  would  be  wilUng  to  acknowledge,  Mr.  Watson,  that 
the  price  of  sugar  would  be  lower  if  there  were  no  duty  on  it  than  it 
is  with  a  duty  on  it.  But  the  domestic  consumer  in  New  York  can 
not  get  his  sugar  in  the  free  zones  until  the  duty  is  paid  on  the  sugar* 

Mr.  Watson.  He  can  enter  the  free  zone  with  it,  can  he  not? 

Mr.  Page.  No,  sir. 

Mr.  Watson.  He  can't  under  the  drawback,  but  under  this  free 
zone,  he  could,  provided  he  exports  it.  If  he  doesn't  export  it,  of 
course  he  has  to  pay  the  duty  on  it. 

Mr.  Page.  And  that  is  one  of  the  advantages  of  the  free  zone. 

Mr.  Watson.  And  a  disadvantage  to  the  American-grown  sugar. 

Mr.  Page.  How  much  American-grown  sugar  do  we  export,  Mr. 
Watson? 

Mr.  Watson.  If  I  can  buy  sugar  cheaper  in  Cuba  than  I  can  in 
the  United  States,  I  am  going  to  buy  sugar  there,  in  order  to  mix 
with  my  fruits,  or  whatever  it  may  be,  and  export  it,  because  it  is 
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to  my  advantage.  If  it  is  to  my  advantage  to  use  foreign  sugar,  why 

would  I  buy  domestic  sugar? 

Mr.  Paob.  Well,  you  couldn't,  because  you  can't  bring  it  into  this 
country.    You  can't  buy  it  and  get  it  into  this  country  cheaper  than 

you  can  get  domestic  sugar. 
Mr.  Watson.  Without  duty? 

Mr.  Page.  So  far  as  the  bringing  of  sugar  into  a  free  zone,  the  man 
who  gets  it  there  doesn't  have  to  pay  the  duty. 
Mr.  Watson.  Correct. 

Mr.  Page.  But  if  he  is  going  to  export  it  to  some  other  country. 
God  bless  him.  Let  him  do  it.  But  he  can't  bring  it  into  this 
country  unless  he  does  pay  the  duty. 

Mr.  Watson.  But  then  he  will  use  foreign  sugar  if  it  is  cheaper 
rather  than  use  domestic  sugar. 

Mr.  Page.  Mr.  Watson,  did  you  ever  know  of  any  domestic  sugar 
being  exported  from  the  United  States?  Do  we  export  any  Louisiana 
cane  sugar  or  any  Western  beet  sugar  from  the  United  States? 

Mr.  Watson.  That  is  not  the  question.  The  question  is  if  you 
get  Cuban  sugar  free  of  duty,  it  is  to  the  advanta^  of  the  operator  in 
the  free  zone,  over  the  domestic  sugar,  if  he  has  to  pay  more  for  it. 

Mr.  Pagb.  Why  not  say,  "God  bless  him."  Let  him  have  that 
advantage. 

Mr.  Watson.  What  is  going  to  happen  to  the  domestic  producer? 

Mr.  Page.  It  is  going  to  help  the  domestic  grower  of  sugar  that 
much,  to  have  the  sugar  exported  to  this  country  and  sold  abroad, 
instead  of  having  it  sold  from  Cuba  abroad.  It  is  going  to  give  us  a 
httle  extra  business.  How  on  earth  you  can  think  that  business 
could  affect  the  domestic  sugar  grower  I  can't  miagine.  There  is 
no  possibility  of  it  affecting  him. 

Mr.  Watson.  If  they  use  foreign  sugar  instead  of  domestic  sugar, 
why  wouldn't  that  be  a  disadvantage  to  the  grower  of  domestic 
sugar? 

Mr.  Page.  Who  is  going  to  use  it?  We  don't  s^d  any  domestic 
suga  r  abroad.    We  use  every  bit  of  it  and  more  besides  in  tms  country. 

Mr.  Watson.  The  question  is  whether  foreign  sugar  can  not  be 
delivered  at  New  York  cheaper  without  duty  than  domestic  sugar. 

Mr.  Page.  I  think  that  question  answers  itself,  Mr.  Watson. 

Mr.  Watson.  Well,  I  would  like  to  know. 

Mr.  McCoRMACK.  I  would  like  to  get  my  mind  cleared  up  on  that. 

My  understanding  of  the  situation  is  that  foreign  sugar,  coming  in 
here,  under  the  present  law,  has  to  pay  the  full  duty.  The  only 
advantage  I  can  see,  and  I  would  like  to  be  corrected  if  my  view- 
point is  wrong,  is  that  in  a  free  port  the  necessity  of  paying  the  duty 
in  the  first  instance,  where  it  is  for  reexport  would  be  done  away 
with,  and  the  drawback  provision  would  not  apply. 
Mr.  Page.  Yes. 

Mr.  McCoRMACK.  Under  the  present  law,  if  you  import  it  you  pay 
$2.12  per  100  pounds  on  refined  sugar,  as  I  understand  it;  $2.14  on 
the  raw  sugar  for  107  pounds,  or  something  like  that,  and  when  you 
reexport  that  you  get  back  99  per  cent  of  me  duty  you  paid,  so  that 
the  differential,  whatever  would  exist,  would  be  one  one^hundredth 
of  2.12  cents  for  each  poimd  of  sugar  that  is  imported.  Is  my 
understanding  correct,  so  far  as  you  k]m>w? 
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Mr.  Page.  I  am  not  sure  I  followed  that,  so  far  as  your  figures  go, 
accurately,  but  it  seems  to  me  that  substantially  you'^are  correct. 

Mr.  McCoRMACK.  So  that  for  all  practical  purposes  sugar  coming 
in  now  from  outside  to  be  reexported  is  duty  free. 

Mr.  Page.  Except  for  the  delay  in  collecting  the  drawback,  and 
interest  on  your  money. 

Mr.  McCormack.  For  all  practical  purposes. 

Mr.^  Page.  Yes.  Mr.  Watson  pointed  that  out  a  while  ago. 
That  is  quite  true.  ^  The  o^  effect  that  this  free  zone  would  have 
on  the  sugar  trade,  if  Mr.  Watson  will  permit  me  to  sum  up  a  little 
what  I  have  said,  is  this;  that  it  is  conceivable — don't  think  my- 
self it  is  very  likely— but  it  is  conceivable  that  there  might,  be 
some  sugar  imported,  brought  into  these  free  zones,  from  Cuba  or 
Java,  or  somewhere  else,  then  at  some  convenient  time  sent  abroad, 
that  has  nothing  to  do  with  our  domestic  sugsrgrowm  whatever, 
because  we  don't  export  any  domestic  sugar,  ^^at  we  export,  as 
the  chairman  has  pointed  out,  is  foreign  sugar  that  is  teought  in 
here,  with  the  exception  of  the  1  per  cent  and  the  delay  and  loss  of 
interest  and  cost  of  the  drawback  system,  that  is  on  a  free-trade 
basis,  and  the  only  effect  that  the  free  zones  would  have  would  be 
to  save  a  little  bit  of  that  difficulty.  Does  that  answer  your  ques- 
tion, Mr.  Watson. 

Mr.  W  ATSON.  Of  course  I  understand  the  sugar  is  exported,  but 
my  thought  was  that  if  the  operator  in  the  free  zone  could  buy  Ameri- 
can sugar  cheaper  than  he  can  buy  Cuban  sugar  or  foreign  sugar, 
that  he  would  use  American  sugar.  But  he  will  use  the  foreign  sugar, 
because  it  is  cheaper  delivered  at  the  free  zone.  Of  course  we  don't 
export.    I  understand  that.   That  is  my  thought  on  it. 

Mr.  Page.  I  can't  see,  as  I  said  a  moment  ago,  how  this  trans- 
shipment trade  in  sugar,  which  I  think  would  be  very  limited  any- 
way, could  affect  the  Am^ican  sugar  industry.  There  would  hardly 
seem  to  me  to  be  much  sense  in  anybody  importing  Cuban  sugar  to 
New  York  and  then  sending  it  from  New  York  to  Europe  or  South 
America  or  somewhere  else. 

Mr.  Watson.  They  do  import  now  35,000,000  pounds  to  be  used, 
under  the  drawback  system. 

Mr.  Page.  That  is  for  domestic  use.  We  import  that  and  con- 
sume it  ourselves,  and  mix  it  in  our  factories. 

Mr.  Watson.  And  if  we  send  it  away,  there  is  no  duty  on  it  except 
this  1  per  cent. 

Mr.  Page.  It  wouldn't  be  sent  away  in  that  form. 

Mr.  W-^TSON.  One  hundred  and  twenty-five  million  pounds  are 
brought  m  under  the  drawback  system  and  if  it  is  exported,  there  is 
no  duty  on  it. 

Mr.  Page.  That  is  not  exported,  for  the  most  part,  in  the  form  in 
which  it  is  brought  in.  That  is  exported  usually  in  the  form  of 
candies  and  fruits. 

Mr.  Watson.  And  condensed  milk.  There  are  6,000,000  pounds 
of  sugar  used  in  condensed  milk,  and  166,000  pounds  of  sugar  in 
butter,  and  this  whole  list  makes  a  very  large  amount  of  sugar. 

Mr.  Page.  That  is  quite  all  right,  and  I  think  we  ought  to  be  glad 
American  industries  can  still  flourish.  They  can't  buy  any  of  this 
Cuban  sugar  out  of  the  free  zone  on  any  easier  terms  than  they  can 
get  it  in  the  ordinary  channel,  because  they  would  have  to  pay  a 
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duty  just  as  if  tliey  imported  it  direct  from  Cuba.  There  wouldn't 
be  a  smgle  iota  of  advantage  to  the  condensed  milk  poeple  or  the  candy 
manufacturers  and  so  on,  in  dickering  with  a  dealer  in  a  free  zone  for 
his  sugar,  instead  of  buying  it  as  he  now  buys. 

Mr.  McCoBMACK.  If  they  had  to  pay  a  duty  and  could  not  get  the 
drawback  they  could  not  compete  in  a  foreign  market,  with  the  manu- 
facturer of  similar  product  in  other  lands. 

Mr.  Page.  I  assume  that  if  sugar  would  come  in  from  the  free 
zone  that  it  would  be  entitled  to  the  drawback,  but  you  must  re- 
member tliat  before  the  American  manufacturer  can  use  this  sugar 
from  the  free  zone  he  has  to  pay  the  duty  on  it,  just  as  he  does  now. 
In  addition  to  that  he  Tvill  have  some  additional  costs.  He  will  have 
to  pay  the  cost  of  warehousing  and  storing  the  sugar  in  the  free  zone, 
and  the  additional  drayage  costs  and  other  expenses.  It  costs  him 
more  rather  than  less  to  get  his  sugar  out  of  the  free  zone  than  it 
would  to  get  it  in  the  ordinary  established  channels.  I  don't  regard 
myself  as  being  an  expert  on'  these  commercial  matters,  Mr.  Chair- 
man, and  wbiie  I  try  to  answer  as  well  as  I  can,  most  of  what  I  tell 
you  has  got  to  be  rather  general. 

Mr.  McCormack.  We  thank  you,  Mr.  Page,  and  we  assure  you 
you  have  been  of  assistance  to  the  members  of  the  committee. 

Mr.  McCormack.  Mr.  Chahners,  of  the  Department  of  Commerce. 

STATEMENT  OF  HENRY  CHALMERS,  CHIEF,  DIVISION  OF  FOBEI&N 
TARIFFS,  DEPABTMENT  OF  COMMBRCS 

Mr.  Chalmers.  Air.  Chairman,  my  appearance  is  in  the  interest 
of  the  additional  foreign  trade  that  we  beheve  free  ports,  or  foreign 
trade  zones,  vrould  bring  to  tlie  United  States.  I  want  first  to  present 
a  brief  formal  statement  on  behalf  of  the  department  on  the  advan- 
tages of  the  idea  of  foreign  trade  zones,  and  will  follow  that  with  in- 
formal comments  on  the  particular  bills  mider  consideration,  and  on 
some  of  the  questions  that  have  been  raised  in  the  course  of  the  earUer 
discussion  that  I  have  Ustened  to. 

The  Department  of  Commerce  has  long  been  impressed  with  the 
fact  that,  compared  with  the  other  major  commercial  nations,  the  re- 
export and  tiransshipment  trade  of  the  United  States  is  remarkably 
small  in  volume,  even  when  account  is  taken  of  the  difference  in  the 
geographic  location  of  the  United  States  and  the  major  countries  of 
Europe.  The  department  has,  therefore,  been  pleased  to  give  its 
indorsement,  in  principle,  to  various  measures  introduced  into  Con- 
gress in  recent  years  which  propose  to  authorize  the  establishment  of 
foreign  trade  zones  in  the  ports  of  the  United  States  on  the  part  of 
local  authorities  or  groups. 

While  it  can  hardly  be  expected  that  there  would  be  developed  in 
the  United  States  as  extensive  operations  of  this  character  as  are 
now  found  at  Hamburg  and  certain  other  so-called  free  ports  of  Europe, 
it  is  our  belief  that,  if  properly  located  with  regard  to  the  currents 
of  trade  and  planned  in  the  light  of  the  volume  "of  business  that  may 
reasonably  be  expected  to  develop  for  them  at  given  ports,  foreign 
trade  zones  may  be  of  material  benefit  to  this  country.  They  shoidd 
not  only  aid  in  the  expansion  of  our  export  and  transshipment  trade, 
but  should  make  possible  the  fuller  and  more  effective  utilization  of 
onr  merchant  manne. 
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Foreign  trade  zones  are,  in  principle,  but  an  extension  of  the  sys- 
tem of  bonded  warehouses  and  drawback  now  provided  for  in  the 
American  tariff  law.  The  customs  administratiYe  regulations  haye, 
indeed,  been  so  liberalized,  in  the  course  of  recent  tariff  revisions, 
that  most  of  the  activities  relating  to  the  manipulation  of  merchan- 
dise contemplated  by  the  original  project  for  foreign  trade  zones 
may  now  be  carried  on  in  bonded  warehouses  without  requiring  the 
payment  of  duty.  However,  they  are  necessarily  so  encumbered 
with  customs  regulations,  such  as  the  filing  of  rnanifests,  making 
formal  entry  of  all  foreign  merchandise  whether  intended  for  ulti- 
mate entry  into  the  country  or  not,  having  the  goods  weighed  or 
otherwise  examined  before  they  are  allowed  to  be  deposited  in  bonded 
warehouses,  arranging  for  the  jplacing  of  the  bond  and  its  later  release, 
and  for  the  final  formalities  of  actual  withdrawal  of  the  goods  from 
bonded  warehouses  for  reexportation,  that  the  privileges  available 
are  not  sufficiently  attractive  to  be  used  to  any  laree  extent.  At 
least  they  have  not  been  so  used.  Essentially  it  is  me  minimising 
of  the  official  limitations  and  costs  involved  in  the  present  formalitiea 
and  control  that  is  contemplated  by  the  proposal  for  the  authoriza- 
tion of  foreign  trade  zones. 

Moreover,  the  proposal  has  cogency  in  connection  with  the  efforts 
to  assist  the  American  merchant  marine.  In  so  far  as  such  foreign 
trade  zones  would  create  larger  transshi])ment  business  in  American 
ports,  they  should  help  to  secure  larger  and  more  balanced  cargoes 
for  ships  in  the  American  trade.  Inward  cargoes  should  be  attracted 
in  larger  volume,  since  foreign  goods  could  so  easily  be  deposited  in 
these  customs-free  zones,  without  waiting  for  the  usual  customs  docu- 
ments and  formahties.  In  turn,  these  goods  would  afford  larger,  more 
balanced,  and  more  readily  available  outward  cargoes,  particularly 
for  ships  bound  for  other  ports  on  the  American  Continent.  In  addi- 
tion to  the  increased  freight  revenue  and  reduced  operating  costs  for 
the  ships  involved,  the  quicker  turn-around  possible  in  these  customs- 
free  ssones  should  afford  some  savings. 

It  is  behoved  that  the  desirable  objectiveB  which  the  authorization 
of  foreign  trade  zones  would  further  can  be  attained  without  weak- 
ening the  effectiveness  of  any  import  duties  which  Congress  may 
consider  necessary  for  the  protection  of  domestic  industries,  and  mih- 
out  appreciably  affecting  the  national  revenue  from  the  customs. 

There  have  been  a  number  of  questions  that  have  come  up  that 
I  may  want  to  discuss.  First  let  me  say  a  word  about  the  two  bills. 
I  believe  there  is  an  advantage,  when  a  country  is  first  attempting  a 
new  type  of  trade  arrangement,  in  starting  with  a  specific  rather  than 
a  general  law.  I  am  speaking  personally  now  as  one  who  has  given 
considerable  study  to  nuitters  of  foreign  trade.  For  that  reason  I 
beheve  the  committee  would  be  well  advised  to  base  its  consideration 
upon  the  Celler  bill,  which  is  more  precise,  rather  than  the  Welch 
biD,  which  carries  simply  a  general  authorization,  and  leaves  room  for 
possible  questioning  on  the  part  of  merchants  and  ports  as  to  what 
procedures  and  rights  they  can  figure  on,  and  on  the  part  of  administer- 
mg  officials  as  to  what  conditions  they  can  insist  on.  I  believe  you 
will  agree  that  a  more  specific  biU  is  advantageous  in  inaugurating 
a  system  of  this  kind,  botn  for  tiie  merchants  and  for  the  Government. 

This  bill  represents  a  refinement  of  various  attempto  in  the  past 
in  the  way  of  proposals  for  the  authorization  of  foreign  trade  zones. 
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It  has  this  outstanding  advantage,  I  am  speaking  now  to  the  Celler 
bill,  and  will  hereafter,  that  it  involves  no  material  additional  cost 
on  the  part  of  the  Federal  Government,  either  for  the  establishment 
or  the  maintenance  of  any  such  foreign  trade  zones,  beyond  a  small 
charge  for  the  examination  of  the  proposals  at  the  outset  and  the 
supervision  incidental  to  their  operation.  You  will  note  that  it  is 
clearly  permissive^  legislation,  allowing  the  Government  to  authorize 
municipalities  or  pubhc  corporations,  if  they  think  that  there  is 
enough  business  to  warrant  their  putting  nnmey  into  such  a  project, 
to  start  it. 

Mr.  Vinson.  What  do  you  think  about  the  conditions? 

Mr.  Chalmers.  As  Doctor  Page  has  well  pointed  out,  the  condi- 
tion of  our  international  trade  and  the  volume  of  traffic  movinfr  have 
changed  considerably  since  the  idea  was  first  started  in  this  country 
some  15  years  ago,  but  we  do  not  expect,  do  we,  that  we  are  forever 
going  to  continue  at  the  present  level  ? 

Mr.  Vinson.  I  didn't  ask  you  that.  I  asked  you  what  was  your 
opinion  as  to  whether  this  was  good  economic  policy. 

Mr.  Chalmers.  I  believe  it  would  be  good  economic  pohcy  to  have 
permissive  legislation  of  this  type. 

Mr.  Vinson.  I  am  talking  about  the  business  industries  of  this 
country  taking  it  up  and  putting  it  across. 

Mr.  Chalmers.  That  would  1^  up  to  each  port  that  has  expressed 
interest  in  it. 

Mr.  Vinson.  Have  you  any  opinion  as  to  what  good  business  men 

would  do  in  that  respect? 

Mr.  Chalmers.  At  the  present  moment  they  probably  would  not 
flock  to  Washington  and  ask  for  permission. 

Mr.  Vinson.  I  am  saying  that  permission  is  granted,  and  thev  have 
the  right  to  go  out  and  try  to  raise  the  money.  What  is  your  opinion 
now  as  to  whether  or  not  they  could  do  it? 

Mr.  Chalmers.  At  the  present  time  I  don't  believe  there  would  be 
many  projects  of  this  kind  started,  but  I  believe  in  the  principle  of 
having  permissive  legislation,  or  authority  in  the  Government  for 
allowing  such  a  ventm-e^  if  and  when  local  authorities  or  bodies 
brieve  that  there  are  gams  to  be  made  in  the  way  of  expansion  of 
commerce  ssid  greater  use  of  shipping. 

Mr.  Vinson.  Are  you  particularly  concerned  with  the  question  of 
revenues  that  the  Government  is  getting  now  from  the  customs? 

Mr.  Chalmers.  No;  I  don't  beheve  it  enters  into  the  picture,  for 
the  simple  reason  that  all  the  goods  entering  into  consumption  in  the 
United  States,  whether  they  come  in  directly,  or  whether  they  come 
thiough  the  free  zone,  woidd  pay  ike  regular  duties  established  by 
law. 

Mr.  Vinson.  You  don't  think  there  would  be  any  loss  in  revenue 

if  we  extend  these  foreign- trade  zones? 

Mr.  Chalmers.  I  do  not.  As  a  nuitter  of  fact,  it  is  conceivable 
there  may  even  be  an  increase.    If,  for  instance,  a  firm  should  bring 

foods  into  a  free  zone,  with  the  idea  of  reexporting  it,  which  would 
e  the  principal  reason  for  using  that  facility,  otherwise  it  means 
double  handling,  and  do  something  to  it,  sort  it,  refnu'  it,  repack 
it,  while  the  goods  are  in  the  free  zone,  and  then  decide  it  is  better 
for  them  to  send  the  goods  into  the  United  States,  they  probably 
will  have  to  pay  a  higher  duty,  a  larger  amount,  to  the  customs, 
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because  the  goods  have  been  advanced  in  condition  or  in  value.  So 
that  if  an}  thing,  there  would  be  an  advantage,  al^ongh  I  don't 

expect  that  that  would  happen  very  often. 

Mr.  Vinson.  Of  course,  what  I  had  in  mind  was  the  smuggling 
end  of  it.    Have  you  given  any  consideration  to  that? 

Mr.  Chalmers.  Yes,  I  have.  I  have  had  occasion  to  observe 
operations  of  tliis  sort  abroad,  and  I  don't  think  that  we  need  fear 
our  being  able  to  be  less  vigilant  than  the  customs  officials  of  foreign 
countries.  I  wish  you  could  examine,  at  least,  pictures  of  the  physical 
lay  out  of  the  free  zones,  or  free  ports,  in  the  various  foreign  coun- 
tries. They  are  in  the  volume  on  this  subject  issued  several  years 
ago  jointly  by  the  Shipping  Board  and  the  Armv  Ene:ineers. 

Mr,  Vinson.  What  is  the  area  of  the  free  port  at  Hamburg? 

Mr.  Chalmebs.  I  can  find  out  for  you  in  a  minute.  It  is  a  long 
staretch  of  land  out  toward  the  end  of  the  peninsula.  It  contains  quite 
a  number  of  acres.    I  can't  teU  you  how  many. 

Mr.  Vinson.  That  is  what  I  want  to  get.  We  want  some  informa- 
tion. 

Mr.  Chalmers.  I  can  give  you  the  precise  information  in  a 
moment  frona  this  volimie  that  I  just  spoke  of.  If  it  is  not  available 
to  the  conimittee,  it  can  be  made  so  and  it  gives  all  that  information 

about  foreign  free  ports. 

Mr.  Vinson.  Can  you  find  it  there  in  just  a  minute  or  two? 

Mr.  Chalmers.  Yes;  if  you  like. 

Mr.  Vinson.  Hamburg  and  Copenhagen. 

Mr.  Chalmers.  ''Copenhagen,  land  aren,  128  acres,  water  area, 
102.5  acres.  The  area  of  the  free  port  at  Hamburg  is  3,340  acres,  of 
which  1,500  are  land  and  1,840  are  covered  by  water."  Does  that 
give  you  the  idea? 

Mr.  Vinson.  That  gives  me  a  very  distinct  idea. 

Mr.  Chalmers.  First  vou  should  visualize  these  free  zones  as 
usually  segr^ated  from  the  main  ports.  It  is  conceivable  otherwise, 
and  I  have  seen  it  done  in  places  like  Genoa,  where  the  port  area  is 
very  tight,  fully  developed  through  the  years.  There  they  have 
actually  taken  certain  wharves,  or  a  few  docks,  and  tried  to  convert 
those  into  limited  free  zones.  In  general,  however,  the  free  zone  is  a 
segregated  area  at  some  distance  from  the  main  activities  of  the  port, 
which  in  itself  gives  you  a  check  against  any  sizeable  smugging. 
Moreover  they  are  protected  by  walls  that  are  usually  topped  by 
barbed  wire  on  the  land  sides,  and  the  usual  safeguards  that  there 
are  in  any  port  on  the  water  side.  It  is  much  easier,  I  should  say, 
to  steal  goods  off  the  open  wharves  in  any  of  our  ports  than  it  would 
be  to  steal  them  from  a  free  zone  compound. 

Mr.  Vinson.  Whs.t  other  free  ports  have  you  studied  abroad? 

Mr.  Chalmers.  I  haven't  made  a  special  study  abroad  of  free 
ports.    I  have  seen  some  of  them  in  the  coui-se  of  my  travels. 

Mr.  Vinson.  At  Hamburg  they  manufacture,  don't  they? 

Mr.  Chalmers.  A  limited  amount  of  manufacturing. 

Mr.  Vinson.  What  is  your  viewpoint  of  the  right  to  manufacture 
in  free  ports  in  this  country? 

Mr.  Chalmers.  In  principle,  I  believe  that  it  might  be  an  advan- 
tage.   At  the  present  time,  and  when  the  project  is  so  new  

Mr.  Vinson.  At  the  present  time  you  don't  think  it  is  feasible? 
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Mr.  Chalmers.  In  the  initiation  of  a  project  of  this  character, 
I  believe  it  would  be  advisable  not  to  complicate  the  situation  by 
providing  for  manufacturing  to  be  done  m  the  free  zones.  Keep  it  a 
transshipment  area. 

Mr.  Vinson.  But  in  the  back  of  your  head  you  have  got  the  thought 
that  subsequently  you  might  enter  upon  manufacturing? 
Mr.  Chalmers.'  That  would  be  up  to  Congress  to  decide. 
Mr.  Vinson.  Certainly,  but  I  am  talking  about  your  notion  about  it. 

Mr.  Chalmers.  I  have  no  particular  notion  about  that.    You  asked 

me  objectively  what  is  the  economics  of  the  situation,  and  I  say  I 
believe  that  eventually,  if  there  wore  commercial  call  for  it,  there  is  no 
good  reason  why  manufacturing  might  not  later  ako  be  authorized 

Mr.  Vinson.  Why  was  it  left  out? 
^  Mr.  Chalmers.  I  didn't  draw  the  bill,  Mr.  Congressman,  but  I  can 
miagine  why  it  was  omitted  from  this. 

Mr.  Vinson.  What  is  your  imagination  about  it? 

Mr.  Chalmers.  All  this  is  quite  informal.    I  imagine  it  was  taken 

Wit  in  order  not  to  handicap  Congress  in  its  consideration  of  the  idea. 

You  have  got  two  separate  functions  there. 

Mr.  Vinson.  Wherein  would  it  be  a  handicap;  that  is  what  I  want 
to  know. 

Mr.  Chalmers.  In  the  earlier  discussions  of  the  free-zone  bill,  the 
objection  was  centered  largely  on  the  manufacturing  provision. 
Mr.  Vinson.  What  were  those  objections? 

Mr.  Chalmers.  As  I  recall  the  objections,  they  were  that  it  would 
weaken  m  some  way  the  protective  value  of  the  tariff,  and  it  might 

constitute  unfair  competition  with  manufacturers  located  in  the 
interior  who  did  not  have  easy  access  to  this  area.  I  don't  think  it  is 
essential  to  discuss  that  point,  because  that  is  not  provided  for  in 
the  bill. 

^  Mr.  Vinson.  I  just  wondered  whether  or  not,  with  your  viewpoint 
if  you  didn't  think,  personally,  that  it  might  be  advisable  to  start  it 
without  the  manufacturing  end  of  it,  and  then  later  on  permit  man- 
ufacturing. 

Mr.  Chalmers.  Yes,  and  no. 

Mr.  Vinson.  That  is  exactly  the  same  answer  that  Mr.  Hicks, 
who  was  a  rather  unexpected  candidate  for  governor  in  a  picture  that 
I  saw,  made  at  the  request  of  his  manager.    He  was  told  to,  and  did 
answer  any  question  propoimded  to  him,  "Yes,  and  again,  no."  ' 

Mr.  Chalmers.  K  you  had  permitted  me  one  moment  longer  I 
thmk  that  yes  or  no  might  have  been  amplified.  ' 

Mr.  Vinson.  All  right,  sir. 

Mr.  Chalmers.  I  should  like  to  see  such  transshipment  zones — 
that  is  what  they  are,  reexport  zones — tried  in  the  United  States. 
Then  I  would  be  in  a  better  position  to  make  up  my  mind  definitely 
whether  it  would  be  desirable  to  have  an  extension  to  indude  manu- 
facturing faciUties.    It  is  a  separate  function. 

Mr.  Vinson.  How  do  you  arrive  at  your  answer  to  me,  when  I 
asked  you  if  you  didn't  personally  think  it  best  to  start  off  initially 
without  the  right  to  manufacture,  and  then  later  on  include  that — 
how  did  you  answer  that  yes  and  no,  if  you  have  back  in  your  mind 
the  thought,  your  own  personal  view,  that  if  you  initiate  it  without 
manufacturing,  it  would  be  advisable,  according  to  your  own  personal 
views,  to  include  the  manufacturing? 
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Mr.  Chalmers.  You  would  have  to  make  considerable  expansion 
of  the  free  zone  area. 
Mr.  Vinson.  Undoubtedly. 

Mr.  Chalmers.  And  considerable  changes  in  the  law  and  regula- 
tions. 

Mr.  Vinson.  But  what  are  your  personal  views  in  regard  to  that? 

Mr.  Chalmers.  My  personal  views  are  that  it  might  prove  quite 
an  advantage,  if  our  international  trade  should  develop  along  the  lines 
it  had  promised  to  up  to  1929.  There  might  be  advantage  in  having 
f acihties  within  such  free  zones  for  the  processing  of  foreign  materials 
for  reexport  markets. 

Mr.  McCoBMACK.  When  do  you  think  we  will  get  back  to  the  1929 
export  trade? 

Mr.  Chalmers.  I  wish  I  knew. 

Mr.  McCoRMACK.  I  am  confident  we  will,  some  day. 

Mr.  Chalmers.  I  share  your  confidence  for  the  long  run,  Mr. 
Chairman.  That  is  why  I  feel  it  is  not  entirely  out  of  the  question 
to  discuss  this  matter  now. 

Mr.  McCoRMACK.  Do  you  think  it  is  advisable  to  undertake  a  new 
project  at  a  time  when  every  indicati<m  is  it  would  be  unsuccessful, 
when  under  normal  conditions  there  would  be  a  better  test  of  its  suc- 
cess or  nonsuccess? 

Mr.  Chalmers.  Mr.  Chairman,  the  passage  of  this  bill  does  not 
necessarily  involve  the  initiation  of  any  new  projects  at  the  present 
time. 

Mr.  McCormack.  I  know,  but  this  bill  confines  itself  to  public 
financing.  You  and  I  know  that  as  soon  as  this  bill  passes — or  if  you 
don't,  I  do — that  there  is  going  to  be  tremendous  pressure  put  upon 
local  authority  in  the  States  and  mimicipaUties,  from  powerful 
sources — and  I  respect  them — to  have  this  experiment  made  at  the 
expense  of  the  taxpayers,  and  the  pressure  may  be  such  that  it  would 
be  rather  hard  to  resist,  and  the  weight  of  evidence  may  be  such  that 
legislators  and  those  vested  with  the  responsibility  of  local  govern- 
ment might  feel  that  they  should  take  the  chance  of  acting  affirma- 
tively. I  can  also  see,  for  example,  where  a  large  port  might  finance 
it,  and  that  would  indirectly  compel  other  ports  to  do  the  same  thing, 
to  make  a  capital  investment  wnich  Uie  times  would  not  warrant. 
Why  wouldn't  it  be  a  better  idea,  if  any  legislation  was  passed,  to  put 
the  responsibility  upon  business  men  who  are  interested,  rather  than 
on  the  taxpayer? 

Mr.  Chalmers.  I  have  no  particular  opinion  to  express  on  the 
question  of  whether  this  should  be  limited  to  State  or  municipal 
authorities,  or  whether  the  same  privilege  should  be  allowed  to  entirely 
private  enterprise.  From  what  Uttle  thought  I  have  given  to  that 
particular  aspect  of  it,  I  see  no  particular  objection  to  leaving  it  as  a 
purely  private  venture,  if  you  wish  to.  But  I  mi^ht  point  out,  Mr. 
Chairman,  that  the  fear  of  municipalities  having  great  pressure 
brought  to  bear  upon  them  to  put  money  into  the  establishment  of 
such  zones  at  this  time,  pressure  of  a  political  or  other  sort,  is  mini- 
mized by  the  fact  that  there  is  the  necessity  for  first  getting  the 
Secretary  of  Commerce  to  give  his  permission  to  such  a  venture  being 
started,  and  there  are  very  elaborate  provisions  set  down,  and  very 
elaborate  prerequisites  before  the  executive  branch  of  the  Government 
can  feel  there  is  warrant  for  such  a  permit.   Under  present  conditions 
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I  would  say  that  cases  would  be  exceedingly  rare  where  the  conditions 
set  forth  in  this  bill  would  be  met  by  any  local  project. 

Mr.  McCormack.  That  doesn't  remove  the  doubt  in  my  mind, 
the  mere  fact  that  the  Secretary  of  Commerce  has  the  responsibility 
vested  in  him.  He  is  still  in  a  sindlar  position  to  that  of  the  local 
authorities.  If  th^re  are  any  benefits  to  a  free  port,  they  are  going  to 
inure  to  the  busmess  man  who  is  interested,  primarily.  That  is 
correct,  isn't  it? 

Mr.  Chalmers.  Mainly. 

Mr.  McCormack.  I  used  the  word  ''primarily."  It  is  primarily 
for  the  purpose  of  benefiting  business  and  I  am  very  much  interested 
in  that.  If  business  men  of  the  port  of  Boston  or  New  York  feel 
that  a  free  zone  or  neutral  zone  would  be  of  benefit  to  them,  why 
shouldn't  they  finance  it,  subject  to  every  regulation  that  we  have 
here  relating  to  financing  by  a  local  pubUc  body? 

Mr.  Chalmers.  Personally,  Mr.  Chairman,  I  see  no  objection  to 
that.  I  see  no  objection  to  your  modifying  that  provision  to  make 
it  purely  a  private  risk,  if  you  like. 

Mr.  McCormack.  For  example,  you  recognize  in  the  bill  it  is  a 
public  utility,  because  on  page  9,  section  14,  it  says: 

Each  zone  shall  be  operated  as  a  public  utility. 

That  means  although  the  public  finances  it,  nevertheless  it  is  a 
public  utility  so  far  as  the  operation  of  this  bill  is  concerned. 

Mr.  Chalmers.  Yes. 

Mr.  McCormack.  As  a  matter  of  fact,  you  can't  make  it  otherwise 
under  the  Constitution.  So,  we  have  an  organization  of  some  kind, 
publicly  financed  by  local  communities,  at  the  expense  of  the  local 
taxpayers,  and  strictly  a  public  utility.  The  responsibility  for  its 
success  falls,  of  course,  on  the  local  taxpayer,  in  the  main.  That 
is,  the  expense  will  be  borne  by  the  local  taxpayer.  Why  shouldn't  we 
eliminate  the  necessity  for  the  State  or  the  municipality  financing 
it,  and  put  it  squarely  up  to  the  business  men?  If  it  is  going  to  be  a 
good  thing,  they  will  undertake  it. 

Mr.  Chalmers.  You  will  recall  my  stressing  the  fact  that  I  thought 
this  type  of  bill  was  preferable  to  that  which  had  been  introduced  in 
past  years,  because  of  the  fact  that  it  did  not  involve  large  govern- 
mental expenditures  and  assumption  of  risk.  While  that  aspect  of 
it  is  not  one  on  which  I  presume  to  be  an  expert,  my  visualization  of 
such  a  program  would  be  one  that  does  not  call  for  the  use  of  the 
taxpayers'  money;  and  the  alternatives  are  two  

Mr.  McCormack.  Well,  this  bill  does. 

Mr.  Chalmers.  Not  necessarily. 

Mr.  McCormack.  Why,  squarely  it  does.    It  says  here: 

The  term  "public  corporation"  means  a  State,  a  local  subdivision  thereof,  or 
a  municipality,  or  a  lawfully  authorized  public  agency  of  the  State  or  municipiJity. 

Mr.  Chalmers.  That  last  provision  is  what  I  have  in  mind. 

Mr.  McCormack.  That  would  not  permit  a  numher  of  business 
men  to  associate  together  for  the  purpose  of  securing  permission  to 
operate  and  maintain  and  conduct  a  free  zone. 

Mr.  Chalmers.  If  it  doesn't,  it  could  be  so  modified.  But  as  I 
read  that  second  alternative,  ''a  lawfully  authorized  public  agency  of 
the  State  or  municipahty,"  I  envisage  the  New  York  Port  Authorities, 
or  similar  body. 
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Mr.  McCoRifACK.  But  that  doesn't  apply  to  a  corporation  or* 
ganized  by  law. 

Mr.  Chalmers.  That  might  be  added  at  the  will  of  the  committee, 

if  it  so  decides. 

Mr.  McCoRMACK.  If  we  were  to  confine  this  bill  to  the  language 
here,  the  only  port  that  would  benefit,  so  far  as  I  have  any  evidence 
presented  to  me,  would  be  the  port  of  New  York.  Not  that  I  don't 
want  the  port  of  New  York  to  benefit,  but  I  want  other  ports  to  hare 
reasonable  opportunity  of  obtaining  the  benefits  of  this  bill. 

Mr.  Chalmers.  As  I  indicated,  I  see  no  good  reason  why  the  com- 
mittee can  not  amend  the  bill  so  as  to  include  purely  private  enter- 
prises. 

Mr.  McCoRMACK.  Why  not  make  it  purely  private  enterprise? 
If  this  is  a  success,  private  enterprise  will  put  up  the  money. 

Mr.  ChaIiMers.  That  is  a  matter  on  which  those  more  familiar 
with  port  operations  than  I  should  express  an  opinion.  Some  of  the 
people  you  had  here  yesterday  were  more  competent  tp  know  whether 
there  would  be  any  great  disadvantages  in  operating  one  area  of  a 
port  separate  from  the  generally  pubhc  administration  of  the  whole 
port  and  its  shipping  operations.  But  Awmmiing  that  thm  were  no 
serious  objections  to  such  a  separate  operation  by  private  enterprise, 
such  as  the  Bush  Terminals  in  BrooMyn,  assuming,  of  course,  also 
public  control,  I  see  no  objection  to  such  an  experiment,  providing 
you  don't  exclude  a  body  such  as  the  New  York  Port  Authorities, 
which  is  a  self-supporting,  nontax-drawing  institution,  and  I  believe 
there  are  organizations  in  other  portions  of  the  country  of  a  similar 
character. 

Mr.  McCoRMACK.  I  am  satisfied  if  the  bonds  issued  by  the  port 
authority  of  New  York  were  in  default  that  those  who  purchased 
those  bonds  might  reasonably  be  justified  in  feeling  that  the  au- 
thority which  created  the  port  authority  and  justified  them  and 
authorized  them  to  issue  bonds  would  be  morally  bound  to  make  good. 
That  would  be  my  view.  Fortunately  they  are  operating  under  con- 
ditions where  they  have  a  fixed  income,  which  enables  them  to  take 
care  of  the  fixed  capital,  and  probably  the  amortization  side  of  theii* 
financial  enterprise. 

Mr.  Chalmers.  I  have  no  fixed  opinion  on  this  aspect  of  the  subject. 
I  see  no  reason  why  purely  private  enterprise  could  not  be  given  at 
least  some  opportunity.  As  to  whether  it  i^ould  be  limited  to  that, 
is  a  matter  I  am  not  competent  to  pronounce.  Port  authorities  woula 
be  better  able  to  tell  ^ou  of  any  disadvantages  there  may  be  in  limiting 
it  to  private  enterprise. 

Mr.  McCoRMACK.  The  ability  of  the  Federal  government  to  limit 
a  quasi-public  corporation,  privately  financed  and  privately  managed, 
would  be  just  as  extensive  as  it  would  to  regulate  a  municipal  body 
operating  in  a  free  zone. 

Mr.  Chalmers.  Yes. 

Mr.  AIcCormack.  And  there  would  be  no  difficulty  in  that, 
because  municipalities,  under  this  bill,  so  far  as  the  Federal  Govern- 
ment is  concerned,  are  treated  the  same  as  though  a  group  of  indi- 
viduals formed  a  corporation,  a  quasi-public  corporation,  a  public 
utihty  in  other  words. 

Mr.  Chalmers.  I  understand  that  the  committee  has  the  right  to 
modify  the  bill  in  any  way  it  sees  fit. 
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Mr.^  McCoRMACK.  My  mind  is  open.  As  a  matter  of  fact,  my 
mind  is  more  or  less  in  favor  of  such  a  proposition,  outside  of  these 
hearings.  But  my  mind  is  open,  and  I  am  asking  questions  to  obtain 
the  benefit  of  your  more  profound  knowledge. 

Mr.  Chalmers.  On  that  aspect  I  don't  feel  as  competent  as  some 
others,  but  I  see  no  good  reason  why  this  can  not  be  at  least  extended 
to  private  enterprise,  whether  or  not  you  wish  to  exclude  public 
bodies  from  undertaking  it. 

Mr.  Crowther.  I  would  like  to  ask  one  question.  You  spoke  of 
the  difliculties  that  faced  us  from  criticism,  or  from  objection,  due  to 
the  advantage  of  the  establishment  of  these  along  the  coast  in  various 
ports — that  is,  with  relation  to  manufacturing — as  against  the  interior 
cities. 

Mr.  Chalmers.  Yes. 

Mr.  Crowther.  Do  you  think  those  fears  are  well  groimded? 
Have  you  any  experience  as  to  whether  or  not  they  would  have  any 
matenal  advantage  over  somebody  located  a  thousand  miles  from  a 
port  at  an  interior  city,  for  instance? 

Mr.  Chalmers.  I  am  not  inclined  to  believe  they  would,  but 
I  am  not  prepared  to  express  a  definite  opinion,  because  that  is  not 
before  us. 

Mr.  Crowther.  Hiat  would  depend  a  little  on  whether  the  manu- 
facturing element  was  contained  in  the  bill  or  not. 

Mr.  Chalmers.  Yes.  That  manufacturing  element  is  not  in  the 
bill  now.  I  have  looked  upon  this  thing,  Mr.  Crowther,  as  a  trans- 
shipment or  export  proposition.  The  other  is  another  function.  If 
you  had  a  house  and  wanted  to  build  a  garage  onto  the  house  later,  or 
a  summer  garden,  or  what  else,  that  would  be  another  stoiy. 

Mr.  Crowther.  That  is  not  the  factor  that  is  before  us.  It  is  the 
way  the  bill  is  written? 

Mr.  Chalmers.  Kight. 

Mr.  Watson.  A  while  ago  you  made  the  statement  that  if  the 
raw  material  is  imported  into  the  free  zone  and  manufactured  there 
might  be  a  greater  duty  on  it.  How  could  there  be  a  greater  duty  on 
it  than  if  they  paid  the  duty  on  the  raw  material? 

Mr.  Chalmers.  Because  the  duty  is  h^her  on  an  advanced 
product. 

Mr.  Watson.  I  know,  but  the  advanced  product  would  be  in 
America;  it  wouldn't  be  abroad. 

Mr.  Chalmbrs.  A  free  zone  is  not  customs  territory,  and  anything 
leaving  the  free  zone,  going  into  the  customs  territory  of  the  United 
States,  is  subject  to  duty  at  the  time— and  in  the  condition — of  its 
moving  into  the  territory  of  the  United  States.  So  that  if  you  take 
any  product,  let  us  say  cotton  cloth  in  the  gray  and  bleach  it,  or  print 
it,  or  otherwise  improve  it,  or  cut  it  up  into  small  pieces  or  hem  it  into 
handkerchiefs,  and  then  wanted  to  send  the  resulting  product  into 
the  United  States,  you  would  have  an  article  advanced  in  value,  sub- 
ject to  a  greater  rate  of  duty,  and  the  customs  rate  would  be  greater. 

Mr.  Watson.  You  would  consider  the  goods  were  not  manufac^ 
tured  in  America,  but  manufactured  in  a  foreign  country. 

Mr.  Chalmers.  For  customs  purposes,  a  free  zone  would  not  be  a 
part]^of  the  United  States. 

Mr.  Crowther.  But  still  the  labor  employed  woiUd  be  United 
States  labor. 
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Mr.  Chalmers.  Exactly;  that  is  the  principal  consideration,  one  of 
the  principal  considerations.    Have  I  made  myself  clear  ahout  the 

two  elements  in  this,  Mr.  Crowther?  Answering  your  point,  you 
have  your  local  labor,  so  far  as  any  operations  that  are  carried  on,  if 
no  more  than  hauling  and  sorting  and  repacking,  as  well  as  the  addi- 
tional business  of  importing  and  reexporting,  and  the  shipping  and 
financing  of  it. 

There  seemed  one  point  in  Doctor  Page 's- testimony  of  particular 
interest  to  the  committee.  He  spoke  of  the  fact  that  the  free  port  of 
Hamburg  started  for  unusual  reasons,  as  one  of  the  costs  of  Hamburg 
joinii^  Uie  German  federation.  I  might  point  out  that  while,  that 
plight  have  been  the  historical  origin  of  it,  the  idea  has  commended 
itself  to  a  great  many  European  countries,  and  in  Europe  there  aie 
free  zones  scattered  all  the  way  from  the  Baltic  Sea  down  around  to 
the  Mediterranean. 

Mr.  McCoRMACK.  Doctor  Pi^e  said  c<»idiliiNii8  over  there  were  so 
much  diffeient  from  those  in  America. 

Mr.  Chalmers.  That  is  a  point  I  want  to  speak  of,  if  you  want 
to  take  the  time  now. 

Mr.  McCoRMACK.  I  think  that  would  be  important. 

Mr.  Chalmers.  The  European  free  port  has  an  intrinsic  induce- 
ment and  justification,  aside  from  the  historical  one.  As  to  whether 
conditions  here  are  different  from  what  they  are  in  Europe,  I  might 
call  vour  attention  to  the  fact  that  there  is  not  a  single  free  zone  in 
this  whole  American  Continent,  not  a  single  one. 

In  other  words,  no  country  on  this  continent,  from  Canada  down 
to  Chile  has  a  free  zone,  and  if  they  wanted  to  buy  something  from 
Europe  or  Asia,  they  would  have  to  send  to  Europe  or  Asia  to  get  it^ 
unlc^  it  were  the  kind  of  thing  that  could  be  brought  over  m  the 
original  package  and  simply  transferred  in  the  port  of  an  intermediary 
country  from  one  ship  to  another,  as  is  done.  But  if  they  wanted  to 
buy  small  quantities,  put  up  in  particular  forms  of  packages,  or  par- 
ticular assortments  or  blen^mgs  derived  either  Europe  or  Asia» 
they  would  have  to  send  for  it  directly  to  those  countries.  As  against 
the  situation  in  Europe,  where  the  people  in  the  smaller  countries 
that  do  not  have  direct  shipping  connections  witii  the  rest  of  the  world 
can  send  their  order  simply  to  Hamburg  or  Copenhagen  or  Trieste^ 
and  find  that  there  goods  are  brought  in  from  all  over  the  world,  in 
large  quantities,  and  available  to  them  in  small  quantities,  put  up  in 
the  packages  or  conditions  desired.  You  know  a  good  many  of  our 
products  go  out  in  bulk  and  are  sold  in  fine  packages  for  the  con- 
sumer. That  is  done  in  free  zones.  Our  export  business  to  Europe  in 
prunes  is  largely  handled  in  that  way.  They  are  put  up  in  boxes  or 
cartons  in  the  free  zones,  out  of  barrels.  This  is  only  one  type  of 
commercial  facility  they  have  through  the  free  zones  in  Europe  that 
none  of  the  American  Republics  have.  There  is  likely  to  be  an  eco- 
nomic call  for  that  sort  of  thing  on  this  continent  when  commerce  gets 
back  to  ai^thing  like  normal. 

Mr.  McCoRMACK.  Of  course,  they  haven't  got  the  port  competi- 
tion over  there  within  the  various  countries  that  we  have  in  the  United 
States. 

Mr.  Chalmers.  I  don't  see  how  that  would  materially  affect  the 
situation.  The  privilege  is  not  available  to  any  port  now,  and  under 
the  project  we  have  just  discussed,  and  pretty  well  agreed  upon,  it 
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will  have  to  be  a  self-supporting  venture.  Any  port,  or  any  group 
at  any  port,  willing  to  put  up  the  money  for  what  it  thinks  is  a  good, 
profitable  proposition,  and  has  a  good  phyfidcal  set-up  will  probably 

get  pennission  to  do  it. 

Mr.  McCoRMACK.  The  bill  doesn't  permit  any  port  to  do  it.  Now, 
you  are  getting  into  a  field  that  is  interesting.    This  bill  doesn't 

permit  any  port  to"  do  it. 

Mr.  Chalmers.  How  is  it  linaited?  I  think  it  says  one  port  of 
entry  in  each  State,  does  it  not? 

Mr.  McCoRMACK.  ''The  Secretary  of  State  is  hereby  authorized 
to  grant  to  public  corporations  the  privilege  of  estabhsbing,"  and  so 
forth.    Then  it  says: 

Not  more  than  one  zone  shall  be  authorized,  even  though  adjacent  to  a  port 
of  entry,  except  when  the  port  of  entry  is  located  within  the  confines  of  more 
than  one  State  a  lone  may  be  authorized  in  each  State. 

^  Of  course,  that  was  to  apply  to  New  York  and  New  Jersey.  That 
IS  m  specific  language  and  is  quite  proper. 
Mr.  Chalmers.  les. 

Mr.  McCoRMACK.  But  still  the  power  rests  \\ith  the  Secretary  of 
Commer^,  the  broad  power.  Now,  we  have  Portland,  Boston,  New 
York,  Philadelphia,  Baltimore.  Then  we  come  dowTi  to  Norfolk 
and  go  along  the  Gulf  and  out  to  the  west  coast. 

Mr.  Chalmers.  Yes. 

Mr.  McCoRMACK.  Under  this  bill  absolute  power  and  discretion 
rests  with  the  Secretary  to  detennine  what  ports  shall  .have  the  op- 
portunity. I  can  very  easily  see  where  that  might  have  a  powerful 
effect  upon  the  port  business  of  other  ports  in  the  same  competitive 

field  that  are  not  permitted  to  have  a  free  port. 

Mr.  Chalmers.  Might  I  first  pomt  out  that  it  is  not  absolute  with 
the  Secretary;  that  there  is  a  provision  for  appeal  to  the  Secretaries 
of  Commerce,  Treasury,  and  War. 

Mr.  McCoRMACK.  That  doesn't  mean  a  thing.  That  is  no  reflec- 
tion, but  it  doesn't  mean  a  thing,  to  my  mind. 

Mr.  Chalmers.  Presumably  the  administrative  heads  of  the  de- 
partments wiU  exercise  their  judgment  in  the  national  interest. 

Mr.  McCoRMACK.  Well,  for  example,  in  Boston,  our  port  has  been 
deterred  m  its  progress  as  a  result  of  the  differential.  Thev  sav  that 
goods  transported  across  the  continent  to  Baltmiore  or  Fhiladelpliia 
should  have  a  less  freight  charge  than  when  gomg  to  Boston,  because 
Boston  is  a  longer  distance.  All  right.  But  on  the  other  hand, 
Boston  is  at  least  a  half  day  nearer  to  Europe  and  they  say  the 
charges  from  Boston  to  Europe  shall  be  the  same  as  from  Baltunore, 
Philadelphia,  and  New  York  to  Europe.  Yet  the  distance  is  shorter. 
There  is  a  port  differential  there  which  these  agencies  created  by 
the  Federal  Government  have  imposed.  The  same  thing  might  very 
easily  apply  here.    It  is  the  old  story  of  pressure. 

Mr.  Chalmers.  I  don't  know  why  we  should  assiune  that  because 
there  is  authority,  let  us  say,  in  the  District  Commissioners  to  grant 
or  deny  the  right  to  put  a  drug  store  or  gasoline  station  at  any  given 
corner  that  there  necessarily  would  be  a  demand  from  every  corner 
to  have  it.  There  might  not  be  the  business  for  it.  The  people 
wouldn't  be  willing  to  invest  the  money  without  seeing  fair  promise 
of  return. 
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Mr.  McCoRMACK.  Of  course,  when  you  get  down  to  the  District 
of  Columbia,  it  is  wholly  diflFerwat  from  these  ports.  On  the  other 
hand,  this  is  an  extraordinary  power  which  I  can  easily  visualize 
might  be  considered  by  business  interests  and  the  people  of  some 
sections  of  the  country  interested  in  a  particular  port  as  resulting  in 
unconscionable  discrimination. 

Mr.  Chalmers.  I  assume  that  the  business  interests  of  the  country 
as  a  whole  have  confidence  in  those  who  govern  at  Washington. 
But  I  might  point  out  that  there  is  a  very  close  parallel  to  this,  that 
involved  the  same  fears,  but  which  have  not  eventuated,  namely, 
the  authoritv  which  I  believe  vests  in  the  Secretary  of  the  Treasury 
to  declare  what  particular  places  shall  be  ports  of  entry.  That 
means  business  too. 

Mr.  Dow.  That  is  provided  by  Executive  order. 

Mr.  Chalmers.  The  decision  is  made  by  the  Treasury  and  the 
President  usually  approves  the  reconmiendations  of  the  Secretary  of 
the  Treasury.  There  again  you  are  making  possible  the  importin|g 
of  goods  directly  to  Kansas  C&ty,  an  inland  pcNrt,  let  us  say.  That  is 
done.  You  might  say  by  the  same  token  that  discrimination  could 
be  exercised  against  St.  Louis,  but  in  practioe  the  administering 
officials  of  the  Government,  I  think,  have  considered  the  broad 
national  interest  as  well  as  the  desires  of  the  particular  localities,  and 
I  should  expect  that  a  basic  confidence  of  that  sort  is  essential  to  any 
permissive  legislation . 

Mr.  McCoRMACK.  I  know,  but  that  is  a  different  proposition. 
That  is  a  duty  which  primarily  rests  upon  the  Federal  Government. 
That  is  with  relation  to  a  duty  which  it  can  not  escape.  It  has  got 
to  collect  its  revenue,  and  that  is  strictly  a  national  question. 

Mr.  Chalmers.  Might  I  point  out  they  can  escape  it?  They 
could  limit  ports  of  entry  to  ocean  ports,  or  lake  ports,  as  in  some 
countries  they  have. 

Mr.  McCoRMACK.  I  agree  they  have  discretionary  power,  but  they 
have  got  to  i>erform  that  duty  in  any  event. 

Mr.  Chalmers.  Tes;  but  they  could  conceivably  throw  the  business 
to  one  place  

Mr.  McCoRMACK.  This  is  a  different  proposition.  If  the  tariff 
law  provides  for  the  collection  of  the  tariff  that  is  imposed,  of  neces- 
sity the  Treasury  Depavtmeiit.  must  adnunister  that  law.  The  law 
itself  forces  the  administration  of  it  by  the  Treasury  Department. 
Naturall^r,  they  have  the  discretion  as  to  the  manner  m  which  it  will 
be  administered,  and  of  course  I  can  see  where  in  the  illustration  you 
have  given,  one  city  might  feel  it  is  discriminated  against.  But  the 
department  has  got  to  do  that.  But  in  this  case  we  are  undertaking 
a  new  experiment,  and  certainly  vest  an  extraordinary  power  in  the 
Secretary  of  Commerce  to  determine  what  ports  shall  be  free  ports. 

Mr.  Chalmers.  I  am  inclined  to  think  that  one  can  easily  exag- 
gerate the  extraordinary  nature  of  the  power  and  the  danger  of  its 
being  abused.  It  is  conceivable  that  the  Secretary  of  the  Treasury, 
even  though  having  to  collect  revenues,  and  having  to  establish  ports 
of  entry,  could  limit  them  to  the  natui*al  ports,  those  on  the  sea  or  on 
the  lakes,  and  therefore  force  all  goods  to  be  cleared  through  the 
customs  at  the  point  where  they  reach  the  country,  and  in  that  way 
concentrate  all  that  business  at  the  ports,  whereas  now  there  are 
ports  of  entry  in  inland  cities  located  on  the  flat  plains.  Your  ques- 
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tion  goes  back  to  a  point  beyond  which  I  certainly  can  not  go,  Mr. 
Chauman,  and  that  is  the  question  of  confidence  in  the  fairness  of 

the  executive  heads  of  the  Government  in  the  administration  of  a 
thing  of  this  kind.  They  have  discretion  in  other  matters,  where  con- 
fidence must  be  assumed. 

Mr.  McCoRMACK.  I  am  not  questioning  their  honesty,  and  I  am 
not  impugning  their  motives,  any  more  than  I  want  mine  impugned. 
On  the  other  hand,  we  are  dealing  with  a  practical  situation  here. 
VV  e  have  a  pretty  big  Nation,  122,000,000  of  people.  We  are  all 
Americans,  but  we  have  different  local  ambitions  and  desires,  and  my 
viewpoint  is  that  if  any  group  of  business  men  in  any  port  want  to 
establish  a  free  port  that  they  should  have  the  right  to  do  it,  but  that 
the  Federal  Government,  the  Secretary  of  Commerce  in  this  case, 
shall  have  the  power  to  determine  where  it  shall  be.  He  can  con- 
sider the  character  of  the  business  they  have  been  doing  prior  to  their 
apphcation,  and  confine  the  activities  reasonably  to  that  character 
of  businessthey had  been  doing  theretofore,  but  that  the  right  to  apply 
for  and  receive  permission  should  be  left  inherent  in  every  port 
interested.  Regulatory  powers  vest  in  the  Secretary  of  Commerce, 
powers  of  himtation  as  to  the  extent  of  operation  of  a  free  port,  vest 
m  him  the  power  of  organization,  to  see  that  everybody  is  protected, 
but  the  right  of  permission  I  think  should  be  so  worded  that  there 
should  be  no  question  as  to  the  obtaining  of  it,  provided  the  other 
provisions  of  the  law  are  compUed  with. 

Mr.  Chalmers.  If  there  were  any  real  fear  felt  on  that  ground,  I 
can  not  see,  offhand,  any  good  reason  why  you  should  not  amend  the 
bill  so  as  to  allow  any  port  to  do  it  under  conditions  to  be  established 
by  the  executive  branches  of  the  Government,  and  if  they  find  that 
a  small  port  somewhere  that  is  mainly  an  annex  to  a  vacation  resort, 
used  mostly  for  the  tying  up  of  yachts,  wants  to  estabhsh  a  free  port^ 
they  can  set  conditions  on  it  which  would  make  it  impracticable. 

Mr.  McCormack.  This  is  not  a  question  of  transportation  charges. 
It  shapes  up  a  little  differently  from  the  illustration  you  gave  in  the 
Treasury  Department,  or  the  fixing  of  transportation  charges.  I 
agree  that  under  our  present  conditions,  with  the  rapidity  of  trans- 
portation, speed,  rapidity  of  communication,  and  the  fact  that  we 
are  no  longer  a  strictly  economically  self-contained  Nation  requires 
probably  some  central  regulation.  We  do  not  need  a  regulatory  body 
so  far  as  promising  to  establish  the  free  ports  are  concerned,  although 
we  should  have  a  regulatory  body  as  to  the  powers  and  scope  of  their 
activities. 

Mr.  Chalmers.  Yes.  As  I  remarked  earher,  in  undertaking  any- 
thing of  this  kind  where  we  are  starting  a  new  type  of  activity,  I  am 
in  favor  of  experimenting.  We  have  a  free  hand,  and  this  discussion 
this  morning  is  one  of  the  processes  in  the  experimentation.  You 
may  have  contributed  to  it  a  worth  while  thought  in  the  suggestion 
that  any  port  may  make  apphcation,  and  that  the  control  over  the 
conditions  of  such  a  free  port  or  free  zone  at  that  port  shall  be  de- 
termined at  Washington,  in  that  way  avoiding  any  possible  pressure 
or  discrhnination  as  between  ports. 

Mr.  McC  ormack.  We  thank  you. 

Is  there  a  representative  of  the  Shipping  Board  present? 
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STATBMENT  OF  T.  H.  MADIGAN,  LEGISLATIVE  COUNSEL,  UNITED 

STATES  SHIPSINa  BOARD 

Mr.  Madigan.  Mr.  Chairman  and  gentlemen;  as  a  result  of  the 
various  bills  introduced  on  this  subject,  in  1929  there  was  compiled 
Foreign  Trade  Zones  or  Free  Ports  analysis,  with,  special  reference  to 
the  advisability  of  their  establishment  in  the  United  States.  This 
was  prepared  by  the  Board  of  Engineers  for  Rivers  and  Harbors  of  the 
War  Department  and  the  Bureau  of  Operations  of  the  United  States 
Shipping  Board.  It  summarizes  the  various  free  ports  in  the  world 
at  that  time,  with  particular  reference  to  Europe.  It  has  pictures  and 
maps,  and  the  various  questions,  factual  questions,  you  are  asking, 
are  answered  therein. 

(Several  copies  of  the  report  were  filed  with  the  committee.) 

Mr.  Madigan.  As  a  result  of  that  study  the  ShipfMng  Board  in  its 
last  annual  report,  submitted  to  Congjress  its  recommendations  for 
legislation,  and  it  summarizes  its  position  in  reLation  to  Uiis  subject 
matter,  in  these  words: 

Proposals  have  frequently  been  made  to  establish  free  ports  or  foreign  trade 

zones  in  ports  of  the  United  States,  and  several  bills  to  that  end  have  been  intro- 
duced in  Congress.  In  view  of  difference  of  oj^inion  as  to  whether  or  not  the  estab- 
ii.eut  of  these  zones  would  benefit  American  shipping,  it  might  well  be  considered 
whether  thdr  establishment  in  this  country,  if  sanctioned  by  Congress,  should  not 
first  be  undertaken  on  a  limited  scale  under  direct  autluMrity  of  the  Federal 
Government. 

That  occurs  in  the  Seventeenth  Annual  Report  for  the  fiscal  year 
ending  June,  1932.  It  has  appeared  in  all  the  annual  reports  since 
No.  13,  in  1929.  That  states  the  position  of  the  Shipping  Board  with 
relation  to  legislation  along  these  lines,  and  that  hook,  in  my  ju(^ment, 
will  answer  your  questions  factually. 

Mr.  McCoRMACK.  What  do  you  mean  by  ''direct  authority  of  the 
Government"?    What  is  meant  by  that  language? 

Mr.  Madigan.  If  you  conclude  to  pass  legislation  to  create  the 
zones,  that  they  be  created  under  the  authority  of  the  Federal  Gov- 
ernment. 

Mr.  McCoRMACK.  You  don't  mean  financed? 
Mr.  Madigan.  Financed  by  the  Government;  yes. 
Mr.  Crowther.  You  would  develop  the  equipment  and  put  up  the 
buildings,  the  same  as  they  put  up  customs  bouBes? 
Mr.  Madigan.  Yes;  that's  the  idea. 

Mr.  Watson.  Would  you  favor  a  corporation,  a  ixrivftte  corpora- 
tion, having  thousands  oi  acres,  and  then  putting  up  industries  there 
for  the  manufacture  or  manipulating  of  foreign  commodities,  and 
then  selling  them?   That  being  consic&red  a  fordgn  zone? 

Mr.  Madigan.  No. 

Mr.  Watson.  Wouldn't  they  attempt  to  do  that,  if  you  have 
private  corporations?  They  wouldn't  have  to  pay  for  the  shipment, 
they  wouldn't  have  to  pay  for  the  boxes;  all  they  would  have  to  do 
would  be  to  carry  it  over  the  line;  then  it  would  be  deUvered.  I  fear 
the  private  corporation  might  come  to  that. 

Mr.  Madigan.  Gentlemen,  where  the  making  of  money  is  involved, 
if  you  give  any  one  an  inch,  they  wiU  take  a  mile.  As  to  the  manu- 
facturing of  products  in  these  free  zones,  the  latest  concensus  of 
opinion  I  understand  is  no,  with  particular  reference  to  the  United 
States.    The  great  problem  here  is  the  nature  of  the  United  States  as 
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against  continental  Europe,  where  these  things  seem  to  work  reason- 
ably satisfactorily.  But  in  this  great  Nation  of  ours,  with  its  48 
States,  and  our  tremendous  acreage,  whether  this  is  an  economical 
thing  and  should  be  done  is  a  question  for  the  Congress  to  determine. 

Mr.  Crowthbr.  Then  you  are  not  in  favor  of  private  corporations, 
but  rather  Government  corporations  to  control  these  free  zones? 

Mr.  Madigan.  The  position  of  the  Shipping  Board  is  that  if  Con- 
gress concludes  this  is  the  thing  to  do,  it  should  be  started  on  a  small 
scale  under  Federal  authority,  to  see  what  the  developments  will  be. 

Mr.  Crowther.  To  see  whether  there  are  any  benefits  to  accrue? 

Mr.  Madigan.  That  is  the  point. 

Mr.  McCormack.  Of  course,  if  the  Government  financed  it,  they 
would  lease  part  of  the  zone  to  private  industry,  I  assume,  to  certain 

business  that  are  interested. 

Mr.  Madigan.  Just  how  you  would  work  that  out  I  am  not  qualified 
to  state.  I  call  your  particular  attention  to  pages  81  to  83  of  the  report. 
Those  three  pages  contain  the  conclusions  of  the  sfentlemen  who  pre- 
pared this  report  on  behalf  of  the  War  Department  and  the  Shipping 
Board,  and  I  think  that  is  a  clear  and  concise  statement. 

(The  conclusions  referred  to  are  as  follows:) 

As  a  result  of  a  study  of  all  available  information,  the  conclusion  is  reached 
that  free  ports  have  aided  the  development  of  commerce  and  merchant  shipping 
in  a  large  number  of  countries  where  now  established.  Especially  has  this  been 
true  of  the  free  ports  of  northern  Europe,  located  at  great  centers  of  population, 
poiitically  divided  Wlmre  free  ports  have  operated  as  entrepots  or  centers  for 
transshipment  to  near-by  countries.  As  the  geographical  position  of  the  United 
States  is  not  analogous  to  that  of  the  countries  of  northern  Europe,  this  condition 
favorable  to  free  ports  does  not  exist  to  the  same  extent.  There  is  no  doubt  that 
free  ports,  properly  located  in  this  country,  would  have  some  influence  in  de- 
veloping our  commerce  and  our  ports  by  stimulating  international  trade  of  a 
character  in  which  the  country  has  heretofore  taken  rather  an  inconspicuous  part. 
This  refers  particularly  to  the  development  of  important  consignment  markets 
and  trade  emporia  for  the  accumulation  and  redistribution  of  goods  essentiallv 
of  foreign  origin.  The  free  port  or  zone  is  merely  a  device  calculated  to  permit 
the  conduct  of  international  trade  of  this  character  in  countries  having  high  pro- 
tective tariffs  with  the  same  facility  with  which  such  trade  is  conducted  in  coun- 
tries having  low  or  hmited  tariff  schedules.  In  our  countrv  the  protective  tariff 
has  made  possible  a  higher  standard  of  living  than  prevails  in  other  countries. 
Our  concern  should  be  to  see  that  in  providing  means  for  promoting  international 
trade  we  do  not  at  the  same  time  permit  any  operations  in  free  zones,  if  estab- 
lished, which  might  injuriously  affect  any  of  the  privileges  and  benefits  which 
our  tariff  system  has  conferred  upon  labor  and  industry  in  the  United  States. 
For  these  reasons  it  is  believed  that  until  such  time  as  careful  investigations  have 
been  made,  in  cooperation  with  every  industry  affected,  the  functions  of  free  ports 
if  authorized  in  the  United  States  should  be  limited  to  the  receipt,  storage, 
unpacking,  repacking,  reconditioning,  sorting,  grading,  mixing  and  dividing  ^of 
commodities  or  other  manipulations  which  do  not  involve  a  chynge  in  the  form 
of  the  commodity.  After  adequate  investigation  and  specific  approval  in  each 
case  by  Congress  the  permissible  activities  miglit  be  extended  to  include  refining 
of  certain  products  and  certain  classes  of  manufactures. 

Some  of  the  bills  introduced  during  the  last  few  years  with  reference  to  the 
establishment  of  free  ports  have  contemplated  that  authority  be  granted  public 
corporations  in  all  cases  where  the  specified  requirements  are  met.  There  is 
apparently  no  sound  reason  for  authorizing  free  ports  so  indiscriminately  as  these 
bills  would  permit. 

The  experience  in  Europe  indicates  that  an  excessive  number  of  competing 
free  ports  in  the  same  general  trade  area  tends  to  defeat  the  purpose  for  which 
they  are  designed.  ^  On  the  other  hand,  there  may  be  areas  where  it  would  be 
desirable  to  authorize  more  than  one  free  zone  within  the  same  port  of  entry, 
which  would  not  be  permissible  under  the  terms  of  some  of  the  bills  heretofore 
introduced.  For  tliese  reasons  it  is  felt  that  the  best  i>rocedure  with  relation  to 
the  establishment  of  free  ports,  if  Congress  authorizes  them,  would  be  one  sixnilar 
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to  that  now  followed  in  connection  with  the  adoption  of  channel  improvements 

at  our  harbors.  Under  this  plan  Congress  might  call  for  examinations  to  be 
conducted  by  the  Bureau  of  Operations,  United  States  Shipping  Board,  and  Board 
of  Engineers  for  Rivers  and  Harbors,  War  Department,  of  specified  localities 
with  a  view  to  the  establishment  of  free  ports  or  for^gn  trade  zones  therein.  Such 
examinations  should  include  an  exhaustive  investigation  of  the  navigation  and 
terminal  facilities;  the  position  of  the  port  as  an  outlet  for  exports  and  as  a  port 
for  the  receipt  and  distribution  of  imports;  its  advantages  or  disadvantages  with 
respect  to  the  concentration  of  products  of  foreign  origin  eind  their  redismbution 
to  other  countries;  its  relation  to  the  established  trade  routes  of  the  United 
States;  and  its  influence  in  attracting  more  cargo  to  American  ships;  the  rail  and 
highway  communications;  and  the  suitability  of  the  location  for  proper  coordi- 
nation of  rail  and  water  routes.  In  brief,  the  investigation,  which  &ould  precede 
the  authorization  or  establishment  of  a  free  port,  should  not  differ  materially 
from  the  port  and  transportation  investigations  which  the  Corps  of  Engineers 
and  the  United  States  Shipping  Board  have  made  in  connection  with  the  func- 
tions devolving  upon  these  establishments. 

Attention  is  particularly  invited  to  section  8  of  the  mmhant  marine  act  of 
June  5,  1920,  which  authorizes  the  Shipping  Board,  in  cooperation  with  the  War 
Department,  to  undertake  certain  specified  functions  with  the  object  of  promoting, 
^couraging,  and  developing  ports  and  transportation  facilities  in  connection 
with  water  commerce.    The  following  is  quoted  from  this  act: 

"That  it  shall  be  the  duty  of  the  board,  in  cooperation  with  the  Secretary  of 
War,  with  the  object  of  promoting,  encouraging,  and  developing  ports  and 
transportation  facilities  in  connection  with  water  commerce  over  which  it  haa 
jurisdiction,  to  investigate  territorial  regions  and  zones  tributary  to  such  ports, 
taking  into  consideration  the  economies  of  transportation  by  rail,  water,  and 
highway,  and  the  natural  direction  of  the  flow  of  commerce;  to  investigate  the 
causes  of  the  congestion  of  commerce  at  ports  and  the  remedies  applicable  thereto; 
to  investigate  the  subject  of  water  terminalB,  including  the  necessary  docks^ 
warehouses,  apparatus,  equipment,  and  appliances  in  connection  therewith,  with 
a^  view  to  devising  and  suggesting  the  types  most  appropriate  for  different  loca- 
tions and  for  the  most  expeditious  and  economical  transfer  or  interchange  of 
passengers  or  property  between  carriers  by  water  and  carriers  by  rail;  to  advise 
with  communities  regarding  the  appropriate  location  and  plan  of  construction 
of  wharves,  piers,  and  water  terminals;  to  investigate  the  practicability  and 
advantages  of  harbor,  river,  and  port  improvements  in  connection  with  foreign 
and  coastwise  trade;  and  to  investigate  any  other  matter  that  may  tend  to  pro- 
mote and  encourage  the  use  by  vessels  of  ports  adequate  to  eare  for  the  fright 
which  would  naturally  pass  through  such  ports;    *  * 

It  will  be  seen  that  the  above  item  requires  the  Shipping  Board  and  War 
Department  to  conduct  investigations  quite  similar  t  in  nature  and  scope  to  those 
which  should  precede  the  authorization  of  a  free  port.  These  Federal  establish- 
inents  have  jointly  conducted  extensive  investigations  of  port  and  shipping  condi- 
tions, the  r^ults  of  which  have  been  made  available  in  a  series  of  22  volumes 
known  as  the  Port  Series  and  in  the  volumes  of  the  Transportation  Series  and 
Miscellaneous  Series.  The  free  port  is  essentially  a  maritime  institution.  It 
has  its  economic  cornerstone  in  the  load  factor,  and  its  proper  location  is  at  the 
crossroads  of  shipping  lanes.  If  Congress  determines  that  free  ports  should  be 
established,  not  only  their  location  but  the  planning  and  faciUties  should  be 
properly  coordinated  with  our  trade  routes,  in  order  that  the  raw  products  of 
foreign  nations  may  be  brought  to  our  shores  and  the  portions  unsuited  to  or 
not  required  for  our  consumption  may  be  redistributed  to  other  countries.  These 
operations  demand  the  intelligent  articulation  of  land  and  water  transportation 
routes  as  related  to  the  most  advantageous  use  and  distribution  of  the  world's 
products.  The  problems  involved  are  so  closely  related  to  the  merchant  marine 
and  to  the  development  of  navigation  and  terminal  faciUties  that  none  of  them 
should  be  considered  independently  of  its  bearing  upon  these  important  subjects. 

Mr.  Crowther.  Is  that  their  attitude  to-day?  They  haven't 
changed  their  viewpoint  materially,  have  they? 

Mr.  Madigan.  It  is  my  understanding  that  the  War  Department 
has  not.    I  know  the  Shipping  Board  hasn't. 

Mr.  McCoRMACK.  Well,  we  have  had  the  Treasury  Department 
thinking  one  way  on  this  thing,  the  Commerce  Department  anolJiery 
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and  the  Shipping  Board  midways.  Don't  you  think  you  three  gentle- 
men could  get  together  and  agree  on  something,  agree  on  some  happv 
medium,  if  one  can  be  found? 

Mr.  MAniGAN.  Yes.  But  we  have  gone  quite  a  step,  because  we 
have  a  very  complete  and  comprehensive  analysis,  as  you  will  see 
when  you  read  it. 

Mr.  McCoRMACK.  I  can  say  for  the  Shipping  Board's  position  that 
It  is  one  of  opposition,  because  there  won't  be  a  burglar's  chance  of 
having  It  financed  by  the  Federal  Government.  But  if  this  is  subject 
to  strict  Federal  regulation  so  far  as  organization  and  operation  is 
concerned,  what  serious  objection  can  there  be  to  it,  eliminatimr  the 
manufacturing  feature? 

Mr.  Mamgan.  In  the  present  condition  of  business  affairs  gen- 
erally, I  assume  it  is  safe  to  state  that  it  is  very  improbable  that 
private  capital  would  come  into  it  at  this  time.  We  all  live  in  hopes 
^at  things  are  gomg  to  improve,  and  thev  probably  wall.  Under 
those  cucunutances,  if  you  make  a  study  of  the  private  investment 
aide  of  It  and  conclude  that  is  the  thing  to  do,  well  and  good  You 
gentlemen  stated  this  is  permissive  legislation.  My  personal  reac- 
tion would  be  that  it  heme  understood  that  perhaps  private  corpo- 
rations would  not  take  advantage  of  it,  we  should  not  enact  the 
pemussive  legislation  or  any  other  legislation.  We  should  be  gov- 
erned by  the  passage  of  tune,  and  the  best  information  that  you  can 
get  on  the  subject  matter.  If  it  is  not  acute  and  should  not  come  ud 
now,  I  wouldn't  bother.  ^ 

Mr.  McCoRMACK.  Of  course,  the  permissive  legislation  becomes 
mandatory,  because  if  one  port  establishes  it,  another  mil,  wont'  it? 

Mr.  MAniGAN.  I  have  heard  that  developed  here,  and  I  would  say 
yes. 

Mr.  McCoRMACK.  Has  the  shipping  board  said  anything  about 
preference  as  to  whom  they  should  apply  to  for  permission,  the 
Se<a?etary  of  the  Treasury  or  some  one  else? 

Mr.  Madigan.  No,  sir. 

Mr.  McCoRMACK.  Have  you  any  preference,  or  do  you  care  to 
express  it? 

Mr.  Madigan,  I  would  say  that  we  leave  that  to  Congress.  They 
pick  out  the  right  ones,  usually. 

Mr.  McCoRMACK.  That  was  a  question  of  contention  in  1919 

m  the  hearings.  ' 
Mr.  Madigan.  Yes. 

Mr.  McCoRMACK.  Whether  or  not  the  Secretary  of  the  Treasury  or 
the  Secretary  of  Commerce  should  do  the  policing.  Have  you  any 
opinions? 

Mr.  Madigan.  No;  but  you  know  the  general  aspect  of  representa- 
tives from  governmental  agencies;  we  admit  the  one  we  are  identified 
with  is  run  the  best,  and  if  you  are  going  to  do  it,  vou  had  better 
leave  it  with  the  Shipping  Board,  acting  in  cooperation  with  the 
Treasury  Department. 

Mr.  McCormack.  I  offer  for  the  record  a  letter  from  Hon.  S.  O. 
Bland  of  Virginia  indorsing  the  proposed  legislation. 
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(The  letter  referred  to  is  as  follows :) 

House  of  Representatives, 
Washington,  D.  C,  February  16y  1933. 

Hon.  Thomas  H.  Culubn, 

Chairman  SuhcommiUee  on  Ways  and  Means  to  Investigate  Free  Ports, 

House  of  Representatives,  Washington,  D.  C. 

Dear  Mr.  Cullen:  I  have  not  had  an  opportunity  to  examine  the  bill  on 
which  hearings  are  being  held  by  your  committee,  but  I  approve  of  the  principles 
oi  the  Mil. 

Many  ywtfs  ago  I  introduced  bills  for  the  establishment  of  a  free  port  zone  m 
HMnpton  Roads  vicinity.  At  that  time  I  made  some  investigation,  and  I  beheve 
such  free  port  zones  would  be  highly  desirable.  I  presume  the  matter  will  be 
taken  up  again  at  the  next  Congress,  and  I  hope  that  I  will  be  able  to  present  my 
views  in  detail. 

Yours  very  sincerely, 

S.  O.  Bland. 

Mr.  McCoRMACK.  I  also  ofTer  for  the  record  a  brief  submitted  by 
Raymond  J.  Dempsey,  port  superintendent,  bureau  of  docks,  city 
of  Newark,  N.J. 

(The  brief  referred  to  is  as  follows:) 

The  port  of  Newark  is  situated  on  the  west  bank  of  Newark  Bay.  Newark 
Bav  is  a  large  body  of  water  about  5  miles  in  length,  with  an  average  width  of  1 
mile,  connected  with  New  York  Bay  by  the  Kill  von  Kull  which  leads  into  lower 
New  York  Bay,  adjacent  to  the  Narrows.  The  distance  from  New  York  Bay  to 
the  port  of  Newark,  through  the  Kill  von  Kull,  is  7  nautical  miles. 

There  is  a  30-foot  channel  in  the  Kill  von  Kull,  with  an  average  width  of  400 
feet.  Beginning  at  Bergen  Point  and  Newark  Bay,  the  channel  is  approxi- 
mately 1,800  feet  wide,  and  funnels  down  to  an  average  width  of  400  feet,  all 
the  wav  to  the  inshore  channel  that  is  part  of  the  development  of  Newark.  This 
inshore^  channel  is  7,000  feet  long  and  700  feet  wide,  and  is.  30  feet  in  depth  over 

the  entire  area.  ,        ,    ,  „ 

In  1912,  it  was  estimated  that  the  city  of  Newark  comprised  nearly  15,000 
acres,  of  which  approximately  4,000  acres  represented  undeveloped  meadow 
lands  contiguous  to  the  Passaic  River  and  Newark  Bay.  Prior  to  1912,  prac- 
tically all  of  the  water-borne  commerce  using  those  waterways  originated  at  or 
was  condgned  to  points  along  the  upper  Passaic  and  upper  fiackensack  Rivers 
and  was  confined  to  small  draft  vesseki  drawing  no  more  than  7  feet  of  water, 
which  was  then  the  controlling  depth. 

Under  legislative  acts  passed  from  time  to  time  by  the  State  legislature  since 
1907,  the  city  acquired  meadow  lands  through  both  condemnation  proceedings 
and  contract  purchases.  Such  legislation  also  empowered  the  city  to  proceed 
with  the  issuing  of  bonds  for  the  purpose  of  financing  the  Port  Newark  develop- 
ment. 

With  some  modifications  of  the  recommended  plans  submitted  by  engineer 
advisorv  boards,  the  city  of  Newark,  in  the  year  1914,  initiated  the  develop- 
ment of  a  section  of  the  meadows  immediately  south  of  tlie  Pennsylvania  Railroad 
and  the  Leheigh  Valley  Railroad  bridge  crossing  over  Newark  Bay.  This  pro- 
posed development  provided  for  the  ultimate  acquisition  of  approximately  2,700 
acres  of  meadow  and  riparian  lands  extending  westerly  from  the  bay  shore,  a 
distance  of  some  13,000  feet  to  the  hinterlands,  and  the  reclamation  of  those 
lands  with  materials  dredged  from  an  artificial  inland  channel,  30  feet  deep  and 
extending  inland  about  10,000  feet. 

In  1917,  the  United  States  Government  purchased  from  the  city  of  Newark 
133  acres  of  reclaimed  land  at  a  price  of  $10,000  per  acre.  Warehouses  were 
constructed  by  the  Government  on  this  property,  known  as  the  United  States 
Army  supply  base;  $12,000,000  was  expended  by  the  Federal  Government, 
through  the  Quartermaster  Corps  of  the  Army.  About  the  same  time,  the  Ship- 
ping Board  leased  118  acres  of  land  just  to  the  east  of  the  Army  base  property, 
and  spent  $30,000,000  in  the  construction  of  a  shipyard. 

Since  the  war  the  city  has  leased  to  private  interests  approximately  100  acres 
of  land  on  the  opposite  side  of  the  channd  from  the  Army  base  and  the  Shipping 
Board's  properties.  These  tenants  of  the  city  of  Newark  have  spent  over 
$5,000,000  in  the  construction  of  buildings,  shipping  facilities,  and  warehouses, 
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best  time  that  can  be  made,  as  compared  with  30  minutes  to  Brooklyn  and  a  longer 
time  to  Staten  Island  and  the  Jamaica  Bay  development  on  Long  Island. 

Another  factor  that  seems  to  be  of  great  importance  is  the  unlimited  areas 
that  could  be  provided  for  trade  zone  purposes.  Immediately  1,000  acres  could 
be  set  aside  with  all  the  facilities  that  are  required  in  H.  R.  9206,  and  when  the 
business  demands  additional  areas,  another  1,500  acres  could  be  set  aside  adjacent 
thereto. 

Newark  is  one  of  the  largest  manufacturing  centers  in  the  country  and  is  the 
center  of  a  population  of  1,000,000  people.  Areas  could  be  provided  adjacent  to 
the  trade  zone,  where  housing  facilities  could  be  set  up.  Port  of  Newark  has  been 
municipally  financed,  developed,  and  with  the  exception  of  one  parcel  of  land  that 
was  sold  to  the  Federal  Government,  it  is  under  municipal  operation  and  control. 
This  makes  it  easier  for  the  Federal  Government  to  carry  on  joint  control  and 
simplifies  the  problem  of  jurisdiction.  This  contrasted  where  private  interests 
must  be  dealt  with  and  the  consent  oi  a  number  of  owners  obtained,  makes  the 
Newark  location  more  desirable. 

The  Newark  Chamber  of  Commerce  is  a  strong  sponsor  for  the  plan  to  have  the 
port  of  Newark  selected  as  one  of  the  trade  zones. 

The  city  of  Newark  has  constructed  an  administration  building  at  the  port, 
which  will  provide  ample  quarters  for  oSBucean  and  representatives  of  the  United 
States  Government  in  the  same  building  where  the  municipality  has  its  admii^ 
istrative  offices. 

At  the  present  time  there  are  two  important  rate  cases  pending  before  the 
Interstate  Commerce  Commission,  marked  I.  C.  C.  15879  and  I.  C.  C.  25570. 
In  New  Jersey's  brief  in  these  cases,  an  exhibit  was  produced  and  placed  before 
the  commission,  in  which  it  was  shown  that  the  value  of  manufactured  products 
for  the  wholesale  and  retail  trade  for  the  concentrated  Newark  area  represented 
$1,800,000,000,  accomplished  in  an  area  ol  32,187  square  acres. 

In  conclusion,  Newark  desires  to  go  on  record  as  favoring  the  passage  of  this 
bill  and  furthermore  makes  application  to  the  Secretary  or  properly  designated 
authority  a  grant  for  a  foreign  trade  zone  at  the  port  of  Newark. 

Mr.  McCoRMACK.  If  there  are  no  more  witnesses,  the  hearings  will 
be  closed. 

(Whereupon,  at  12.45  o'clock  p.  m.  the  committee  adjom-ned.) 
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